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THURSDAY, JANUARY 29, 1953 


UNITED STATES SENATE, 
COMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D. ¢ 

The committee met, pursuant to call, at 10:15 a. m., in room 324, 
Senate Office Building, Washington, D. C., Senator George D. Aiken 
of Vermont presiding. 

Present: Senators Aiken (chairman), Young, Thye, Hickenlooper, 
Wiiliams, Welker, Ellender, Johnston, and Anderson. 

The CHaiRMAN. The committee will be in order. 

Inasmuch as we are likely to need all the time we have this morning 
we will not wait any longer before starting this hearing, and we will 
get under way. 

This hearing is called as a result of a report from the General 
Accounting Office made late last year of their investigations of the 
importation of wheat. a certain grade of wheat. from Canada. We 
permit the importation of a limited amount of first class wheat from 
Canada for milling purposes each year. We also permit unlimited 
importation of wheat designated as unfit for human consumption 
which can be used in mixed feeds for chickens, hogs, or other farm 
animals. 


It appears that large quantit es of wheat have been 11 ported ( ! 
ing the last 2 years from Canada, ostensibly for feed purposes, and at 
the very low tariff rate of 8 cents a bushel. [t also appeal that a 
good deal of this wheat has been diverted from the feed mills to mill 
Ing and export purposes. 


e 
This committee is interested, verv much interested, in the effect 
that these large lnportations, amounting to in the vie nity of 60 
million bushels in the last 2 calendar years, may have on our ow} price 
leve Is, our own price structures, and the effect W hi h th se large 1m 
portations may have upon our farm price support programs. 

It is obvious that if 50 million bushels or 40 million bushels of wheat 
are imported from Canada for feed, paying the Canadians a feed 
price, and then cliverted to the mills fol milly vo purposes, for manu- 
facture of flour or for export, that each bushel of that must be dis 

1 , 1 


placing a bushel of good, sound, United States wheat in some way. 


We are supporting wheat at a rate of about $2.22 a bushel. If we 


fionre that each bushel of this wheat forces a bushel of American wheat 
to be taken over bv the Commodity Credit Corp: ration, the costs to 
the United States Government and the taxpaver reaches very sizable 


proportions. 

I will not go on any further with that myself but will ask Mr. 
Wi itzel of the General \ecow ting Offi e To take the witness ch ur 
and tell the committee what the results of their vestigations nto 


I 
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this importation of unfit wheat have been, what they have found, and 
to sununarize the report which had previously been referred to the 
committee, and give us anv further information which the General 


Accounting Office may have accumulated since that time. 
Senator Young. Mr. Chairman ¢ 
The CuarmMan. Senator Young. 
Senator Youne. The importation of Canadian feed wheat, oats, 


} 


ind barley in the last calendar vear has exceeded 90 million bushels. 


Previous to the heavy imports of oats, about a year ago the price of oats 

onsiderably above support levels, the price was approximately 
5 to 30 cents a bushel higher than it is now. But as the importation 
ne) sed the price of oats dropped steadily to where for the past 6 or 


S months { has been constantly below price support levels. 
In my own State of North Dakota the cash price of oats for the last 
3 months has ranged from about 57 to 65 cents a bushel, which is ap- 


tely seentsa bushel below support levels. 


proxim 

The CHatrmMan. The Committee is concerned, of course, with the 
level of prices of all our farm products, not only because of the effect 
the national economy and our agricultural economy, but for the 
effect upon our support programs. If support programs do not sup- 
port at the level required by law. it is something that we ought to find 


a reason for. Mr. Weitzel ? 


On 


STATEMENTS OF FRANK H. WEITZEL, ASSISTANT TO THE COMP- 
TROLLER GENERAL; BURKE G. PIPER, ASSISTANT DIRECTOR, 
DIVISION OF AUDITS; AND L. ROGER KIRVAN, ASSISTANT CHIEF, 
OFFICE OF INVESTIGATIONS, GENERAL ACCOUNTING OFFICE 


Mir. Werrzer. Mr. Chairman and members of the committee: 

Lhe ¢ omptroller General asked me to expres his regret that he is 
unable to appear here today to discuss the report concerning the im- 
portation of low-grade wheat, which he transmitted to the Congress 
November 19, 1952. while the Congress was in recess. Mr. Warren in 
structed me to tell you that he appreciates the interest which you 
have taken in the report. He considers furnishing reports on the 


audits and investigations made by the General Accounting Office to 
the Congress and its committees among the most important responsi- 


bilities of the General Accounting Office. 

He has been especially oratified by the alertness of the Senate Com- 
mittee on Agricultural and Forestry to consider the information con- 
tained in his communications to the Congress on matters that come 
within the committee’s jurisdiction. During the last session of the 
Congress extensive hearings were held by this committee on the com- 
modity storage and processing activities of the Commodity Credit 
Corporation which resulted in a unanimous report concerning irregu- 
larities in the grain-storage program. 

The commendable report with its findings and recommendations 
should improve the operations of that program. The General Ac- 
counting Office is pleased that its special reports on grain storage, 
wheat purchases, transportation contracts and related activities of 
the Commodity Credit Corporation played an important part in the 
committee’s study. 


oT: 


Ee 


IMPORTATION OF FEED WHEAT 3 


The General Accounting Office is an independent agency in the 
legislative branch for checking on the financial transactions of the 
Government—including all agencies and bureaus of the Department 
of agriculture and most of the Government corporations under the 
Department’s jurisdiction. 

It is a pleasure to report that the new Secretary of Agriculture, 
Hon. Ezra Taft Benson, has already established personal contact 
with the Comptroller General. Mr. Benson has stated his determina- 
tion to increase economy, efficiency, and effectiveness of operations in 
his Department. We have pledged him our full cooperation i 
attainment of that goal. 

The President is authorized by section 22 of the Acri ultural Ad 
justment Act, as amended (7 U.S. C. 624), to limit importations if he 
finds it necessary in order to prevent interference with agricultural 
commodity and produc tion programs administered by the Department 
of Agriculture. Under this authority, the importation of wheat, ex- 
cept that classified as unfit for human consumption, was limited by 
Presidential proclamation in May 1941 to 800,000 bushels annually. 

The proclamation did not limit the amount of wheat that could be 
imported into the country classifiable as unfit for human consumption. 
The duty on quota wheat is 21 cents a bushels—that is a spe ihe rate 
which has been lowered under international trade agreements—and 
the duty on hnonquota wheat is approximately 8 cents a bushel. That 
isan ad valorem tax of 5 percent a bushel. 

Wheat containing 30 percent or more by weight of damaged kernels 
is the Customs Bureau's standard for classifying wheat as unfit for 
human consumption. 

Senator Ture. What was the price of the wheat that came in as 
nonedible in relation to the edible wheat ¢ 

Mr. WEITZEL. Subject to ot by our audit staff here. I believe 
that the declarations stated the price was around $1.60 a bushel on 
the Canadian wheat that came in. I believe some of the edible wheat 
at that time was around $2.60 at export shipping point. 

Senator Ture. So it was $1 less. Then at $1 less it was the poorer 
qui ality of whe at. it was the none ven ble. As the chairman stated, whe l 
it came in it got mixed into the so-called edible wheat and it went out 
ata price $1 higher than what it actually came in at. Is that correct ¢ 

Mr. Werrzeu. I should state for the record that it was classified as 
nonedible but apparently, for all practical purposes, owing to recent 
developments, it is edible when blended with higher grade wheat or 
used for certain purposes, but it did come in at the $1.60 price, it was 
blended to upgrade other wheat, and it was used in commercial 
processing of foods for human consumption. 

Senator Tyr. And it came in at a lesser duty. 

Mr. Weitz! L. It came In at 13 cents less, I believe it was. 

Senator Tuyr. Thirteen cents less duty, and then it enjoyed about 
a dollar higher price once it became blended. That is nice manipula 
tion, Mr. Chairman, if you can be the recipient of that excessive wet: 

The Cuairman. Although Mr. Weitzel said the wheat may have 
been edible, vet it did not meet the spec ifications for high-grade milling 
wheat: did it ? 

Mr. WeiTzeL. It certainly did not, in that it had 30 percent or higher 
damaged kernels. 
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Senator ELienper. At this point in the record will you tell us what 
the ruling is defining wheat unfit for human consumption ¢ 

The Cuarrman. Are you coming to that? 

Mr. Werrzet. I believe that is covered in our statement. I will be 
glad to read it. 

Senator E.tenper. As I remember reading the report, there is some 
place in it where you state that you have a little difficulty in deter- 
mining the definition of wheat unfit for human consumption. 

Mr. Werrzev. That is correct, Senator. 

Senator ELLenper. If you already have it in your statement I will 
not anticipate you. But | do think it ought to be i in the record at this 
point 

[I presume that you also have in your statement the number of bushels 
that you found came into the country and were actually commingled 
with good domestic wheat that was actually used to make flour or 
edible foods. 

Mr. Werrze.. We do have that in our statement, Senator. As far 
as the commingling is concerned, there has been followed what could 
be followed from the record, as to the Duluth, Superior, and Buffalo 
ports. We do not have complete coverage of most of the other ports. 
Most of the damaged wheat did come in through those two ports, be- 
tween 70 and 75 percent, I believe. 

Senator Ettenper. Does your report cover every bushel of this 
wheat that was unfit for human consumption ¢ 

Mr. Wi ITZEL. We believe we have the OTOSS figures on importations 
but we do not have a complete breakdown as to what actually may have 
been commingled or blended or gone in trade channels for human 
consumption because the records are not entirely complete on that. 

Senator ELLENDER. For what years ¢ 

Mr. Werrzen. Particularly 1950, 1951, and 1952. The calendar 
vears 1950 and 1951 and 1952 

Senator ELLeNnper. You have the importation on that class of wheat ? 

Mr. Werrzev. We have the ficures for that wheat. 

Senator Jounsron. Did we import up to the limit of edible wheat ? 

Mr. Werrze.. The ae quota is 800,000 bushels; 795,000 bushels 
of that is allocated to Canada. 

Senator JOHNSTON. So you have used the quot Levery year 

Mr. Werrze.. Of the so-called edible wheat imports. 

The Cuairman. As I understand it, the edible wheat permitted to 
be lIMmpol ted each year takes care of the communit ies along the border. 
In some of the towns the International Line runs right through the 
town. 


[ have here a letter from Secretary of Agriculture Brannan, dated 
January 12, 1953, which gives the total amount of unfit Canadian 
wheat which has been imported since 1940, and the estimated amount 


for the year 1952-53. There may be some variation in the figures given 
by Secretary Brannan and the GAO, because he gives the figures for 
marketing years rather than calendar years, but if you take the totals 
since the fall of 1951 and add them up they will come to the same 
amount. The letter may go in the record at this point. 
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DiPal N1 AGRI UI 
OFFICE OF HE SECRETARY 
Wasi gton, January 12, 195 
Hon. GEORGE D. AIKEN, 
United States Senate, 
Washington, D. ¢ 
Deak SENATOR AIKEN: Your office has inform sted tl D 
ment advise you with respect to its activities one n with the importation 





into the United States of Canadian wheat classified as nfit for human « sump 
tion” and its diversion into export under the International Wheat Agreement 
Wheat classified as unfit for human consumption has been permitted to enter 








the United States upon payment of an ad valore ty of 10 percent, pursuant 
to paragraph 729 of the Tariff Act of 1930, while the duty on wheat fit for hu 
consumption was 42 cents per bushel. To assist the administration of | 
xraph 729, Treasury Decision No. 47577, dated M h 13, 1935, defines é 
unfit for human cons imption as wheat containing 30 percent or more, by weicht, 
of damaged Kernels On January 1, 1939, the dut n wheat classified as unfit 
for human consumption was cu o 5 percent ! e) and on January 1, 
1948, 9 vears later, the tariff on wheat fit for h in consumption was cut to 21 
ents per bushel 


1 
rhe ipo 





‘tation of ‘unfit’ Canadian wheat has ed from year to year but 








has been tively small until recently whe he I ! f such whe 
materially increased because Canada rvested ge amounts of frost-damaged 
and moisture-damaged wheat in l. Information as e quantities 
of “unfit” Canadian wheat 1M e | LS es is as follows 





Marketing year: — 7 





140-41 }, 236, 676 
1941-42 1, 785, 200 
1942-43 10. 166 
1943-44 ISS, 305 
1o44—-45 15, 918, 827 
145-46 TH6, S57 
1946AT 28, 129 
1947-48 117, 564 
14 ) 10, 224 
1949-50 1, 096, 5OS 
1950-51 11, 647, 198 
1951 52 ty Opt) > 
W52—53 (estimated) >. OOO. OOO 
In February 1952 the Department of Agri ire received information from 
the Federal Bureau of Inves tiolr h it ed t ibsidies were pos 
sibly being illegal ( from Inter t W he \ ement funds of the 
United States on wheat produced in ¢ iid he De I ent promptly initiated 
extensive investigations 1 e matter Surveys f rtati of Ca dian 
wheat at various ports of entry were undertake orters and chasers were 
identified, and specifi rail mmpanies were s¢ ed for further investigatio 
These investigations re hh “Urious Staces o piel I 1 formatiol 
obtained will be submitted p omptly t >the Departr e! of J tice Tor appropriate 
action 
Voluntary refunds totaling $194,908.32, representil subsidy paid under the 
International Wheat Agreement for flour containi Canadian wheat, have been 
received from 2 flour mills The companies were ial si hat con piete invest 
gations of their IWA claims would be undertaken nevertheless 
Regarding your inquiry re Cargill, Inec., an investigation of the importation 
of damaged Canadian wheat at the port of Buffalo, N. Y., disclosed that this 
company had imported considerable quantities of such wheat: that during 1950, 
1951, and 1952, Cargill imported or acquired a total of approximately 4,300,000 
bushels, disposing of the wheat, according to its own records, solely for the 


ultimate purpose of animal feed. In order to check the correctness of Cargill's 
records, the investigation traced approximately 1,300,000 bushels of this total 
amount to the purchasers next in the chain of acquisition and found that the 
end use of this quantity appeared proper. There were no indications that any 
of the total quantity imported by Cargill was exported under the International 
Wheat Agreement, either as wheat or in the form of flour 

Another investigation concerning the Transit Grain Co. of Fort Worth, Tex.. 
indicates that in 1950 and in 1951 the Transit Grain Co. placed into storage under 
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customs bond in public warehouses at Houston, Tex., 653,900 bushels and at New 
Orleans, La., 357.348 bushels, of frost-damaged Canadian wheat; that, on the 
basis of instructions from Transit Grain Co., the Houston public grain elevator 
and the New Orleans public elevator mixed out a total of 575,728 bushels of this 
damaged Canadian wheat by blending with domestic stocks owned by CCC and 
others within the elevators, and the wheat was placed aboard identifiable vessels 
and exported; that the remainder of the 1,011,248 bushels of Canadian wheat 
(435,520 bushels) was released from customs bond upon payment of the ad 
valorem duty, commingled by the two public warehousemen with stocks of CCC 
and others, and exported, but due to its release from supervision of the Customs 
Bureau and its commingling while in store, this portion of the wheat could not 
be traced into identifiable vessels; that, as a result of these mixing and blending 
operations by the two public warehousemen, CCC export shipments to foreign 
purchasers contained substantial quantities of Canadian wheat and export ship 
ments by 3 private exporting concerns contained small quantities of Canadian 
wheat; and that some of the CCC export shipments and all of the private export 
shipments were made under the International Wheat Agreement. A report of a 
preliminary investigation with respect to the activities of the Transit Grain Co. 
has been referred by this Department to the Department of Justice for any 
criminal and civil action deemed appropriate by that Department. This infor 
mation also has been made available to the General Accounting Office, the Bureau 
of Customs, and the Mutual Security Agency. 

On November 10, 1952, under file reference B-58331, the Comptroller General 
of the United States submitted to the Speaker of the House of Representatives 
a report of audit of the Bureau of Customs for the fiscal year 1952 relating to 
the importation of wheat classified as unfit for human consumption. 

Should any additional information be desired, it will be supplied upon request 
promptly if in our possession. 

Sincerely yours, 
CHARLES F. Brannan, Secretar) 

Phe Cuairman. Will you continue, Mr. Weitzel ? 

Mr. Wi ITzEL. Our statement shows damaged wheat 1] creased from 
77,042 bushels in 1948 to 26,220,638 in 1951, and in the first 11 months 
of 1952 it is 26.999.934 bushels. 

Senator ELLenper. The estimate is what amount ? 

Mr. Werrzex.. For the first 11 months it is 27 million bushels. 

Senator E.tenper. How much of that amount has, of that brought 
into this country so far, been used, commingled with good wheat, or 
manufactured into an edible commodity? Can you give us an estimate / 

Mr. WerrzeL. I can give you some estimate. On page 5 of our 
report of November 1952 we have summaries of the report for Duluth, 
Superior, and Buffalo covering 24 million bushels of low-grade wheat 
imported at those places in the calendar years 1950 and 1951 and early 
L952 
The summary for Buffalo is for 1950 and 1951. The summary for 
Duluth and Superior is an 18-month period which extends over into 
March 1952. So they are not strictly comparable. 

Altogether they cover 23,909,043 bushels. They show 2,310,241 
bushels of that low-grade wheat were definitely milled into edible 
flour, plus another 619,939 bushels used in upgrading. That is not a 
complete coverage. It is at those ports. 

Some of that wheat—for example, at the Duluth-Superior port— 
was in store still, nearly 2 million bushels. Over a million bushels, 1.3 
million, was shipped out of the district. 

Senator Extenper. Have you been able to discover how much of 
that wheat, of either year that you have mentioned, was actually used 
for the purposes for which it should have been used? That is, for feed, 
for example. 
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Mr. Werrzen. Actually, in the case of the D 
out oe teen eee 14 bushels we a ive been able t 


LA l é 


iuth-Superiol Pures, 


o determ he that nearly 


half million bushels were used for industrial purposes, that about 


600,000 bushels were used for ai inl food. Those would be the uses 
for which they were presumably in ported. 

Senator Ettenper. And the rest / 

Mr. WEITZEL. The rest is eithe piilled nto flour for hun 1 Col 
sumption, used in upgrading, in store, or sold as imported or shipped 


out of the district. 

Senator ELLENpER. So that about a seventh o 
al , Wa used for the purposes Inten led and 
r human consumption or commingled with of 


Mr. Werrze.. Or shipped out or reexported, 
As to Senator Ellender’s first question about 





f that amom tn round 
the rest milled directly 


het and bette wheat. 
perhaps. 


the ditticulty of dete 


mining the technical definition, if the chairman does not mind, I 
would be glad to read this letter of 1935, Treasury Decis LT5TT, 
: 17 | ‘ 1 ' 1 490 QOo* F 
issued by the Customs Bureau March a ) 

The CuairMaAn. All right. 

Mr. Werrzen. It authorizes collectors of customs to admit the 
rate of 10 pe wey ad valorem. yf that time, nader pnt rept TIO oO 

i \ 
the Tariff Act 1950, wheat containing 30 percent or mo} ont 
: | 

of damaged kernels. 
To Collectors of Customs and Others Concerned: 

The Bureau refers to its decision of April 17, 1981, T. I 1701 (11 
it held that the term I i ption 
graph 729 of the Tariff Act of d 
commercially unfit for use as ht f« r for the prod 
and permitted certain wheat to be imported upo he ment of h 
rate of 10 percent ad valorem under that paragraph 

Recently importations of low-grade wheat have bee mace t | 
and the Bureau, in order to insure uniformity of classification of s merchat 
dise, instituted an inquiry to determine the commercial use or uses for whi 
wheat of this character is suitable The Department of Agriculture n re 
sponse to a request for information as to what constitutes wheat commercially 
unfit for human consumption, states that under present conditions 
that is back in 1935— 
it would not be commercially practicable to mill wheat containing 30 percent 


or more by weight of damaged kernels or to blend it 
other wheat except in a minor proportion 


for milling purposes with 


In accordance with the recommendation of the Department of Agriculture 


vou are hereby authorized to admit wheat containi 
weight of damaged kernels as wheat unfit for human 
the rate of 10 percent ad valorem under paragraph 
930. The percentage of damaged kernels should be 
with the official grain standards of the United State 
percentage you are authorized to accept certificat 


g 3O percent or more by 
consumption, dutiable a 
729 of the Tariff Act of 


determined in accordance 


Ss and as evidence ¢ sucl 


ssued under the United 


States Grain Standards Act, if such certificates, showing on their face the pe 
centages of damaged kernels, should be submitted by importers i this pur 
pose inspectors licensed under the ited States Grain Standards Act shonid | 
permitted to take samples in customs custody In the absence of cert 


cates, if there is doubt as to the proper classificatior 





of the merchandise unde 


the rule above stated, samples should be forwarded to the nearest grain supe1 
visory office of the Grain Division, Bureau of Agricultural Economics h 
will furnish you with the necessary information 

If wheat covered by entries not yet liquidated has heretofore been released 


from customs custody without the retention of adequate samples, the collector 
may accept certificates based on samples furnished by importers provided such 


samples can be identified with the importation to the s: 
wr the collector may otherwise establish to his satisfac 
wheat for the purpose of determining its Classificat 
of the Tariff Act of 1930. 





itisfaction of the collector 
tion the character of such 
on under paragraph 729 
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It was back in April 1951 that the collector of customs at Duluth, 
Minn.. communicated with the Commissioner of Customs and informed 
the Commissioner: 

Boatloads of frost damaged Canadian wheat are arriving this port, from 
which representative samples taken at time of unloading and determination 
made that wheat contains more than 380 percent by weight of damaged or frosted 
kernels, classifiable for tariff purposes as wheat unfit for human consumption 
under paragraph 729 

The collector informed the Commissioner that large quantities of 
the wheat were being forwarded under transportation entries for ex- 
portation at Texas ports and requested further instructions on the 
subject. 

The Cuainman. Mr. Weitzel, in your report—— 

Mr. Weirzen. That is exhibit E, page 20. 

The Cuarrman. In your report of late November you included a 
letter written by Clara E. Sarvela, collector of customs, as of October 
16, 1950, a letter to Mr. R. J. Henderson of the Bunge Elevator Corp., 
Minneapolis, Minn., in which she refers to the importation of 62,138 
bushels of Canadian wheat at that time. Sothe Customs Bureau must 
have been aware in the fall of 1950 that this wheat was being imported. 

Mr. Werrzet. That is correct, Mr. Chairman. 

The CuHatrmMan. I did not want the record to show that April 19D] 
was the first that they knew of the situation. 

Mr. Wi ITZEL, The first one ot record included In this report iS in 
October 1950, after which the collector wrote to the Bunge Elevator 
Corp. in October and stated that apparently the Bureau entertained 
ho ob} ection to the use of this ty pe of wheat for milling purposes and 
had ruled that it was exempt from the quota restrictions. 

That had to do specifically with some 62,000 bushels of Canadian 
wheat which were invoiced as unfit for human consumption, for 
feeding purposes only, and not to be used for seeding. That wheat 
contained more than 30 percent by weight of damaged or frosted 
kernels and was classified for the 5 percent ad valorem duty, but the 
Importer advised that some of the wheat had been sold to a Minneap- 
olis milling concern for experimental purposes for milling and that 
other orders for those purposes were pending. 

That was taken up with the Commissioner at that time and the 
Commissioner approved the classification of the wheat as unfit for 
human consumption and for exemption from the quota. 

The Cratrman. The records show that although Mrs. Sarvela, 
collector of customs for the Duluth area, was bothered by the situation 
at the time, a little over 60 million bushels of this type of wheat have 
been imported between the time when she called the Customs Bureau’s 
attention to the fact and the present time. 

Of course, part of that has been used for the purpose for which it 
was ostensibly imported, but much of it has not. 

Mr. Weirze.. Yes, sir. 

Senator Exrtenper. Mr. Weitzel, in that connection does your re- 
port show any irregularity on the part of any of the customs officials 
in permitting this wheat to come into the United States? 

Mr. Preer. No. 

Mr. Werrzev. As far as I know, Senator, there was no irregularity. 
The customs officials were strictly following the regulation. 
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Senator Bun NDER. All of this wheat came to this country legally ¢ 


Mr. Werrze.. It was legally classifiable and so classified as unfit 
for human consumption. 

Senator ELLenper. It was after it came into the country that some 
of the importers of that wheat comming! 
other than that intended ¢ 

Mr. Wetrze.. Other than that which was stated on the classifica- 
tion, Senator, that is correct. 

Senator ELLenvER. Have you been able to find out how that was 
done and whether or not it was brought to the attention of a y prose 
cuting official who might punish them? I suppose there is a law 
against the use of that wheat for any other purpose than that in 
tended. Is that right? 

Mr. Werrzev. That is one of the complications, Senator. The 
Bureau of Customs has been studying that particularly. 

Senator ELLENpER. Why? 

Mr. Werrze.. The courts have ruled in a number of cases that the 
actual ultimate use is not the controlling factor when a particular com 
modity is classifiable in a certain way at the time of importation. 
That is one of the difficulties that led us to make this report to the 
Coneress. with the thought that the Congress should be vdvised ot 
the situation in case the Bureau of Customs and the Department of 
Agriculture were not able to work out a satisfactory administrative 
solution. 

] would like to proceed if I might to show you that. 

Senator Etienper. Would you say at this time that if there was 
any fraud, rascality, or any way you want to term it, it was done 
after the wheat was legally unloaded into the United States by those 
who imported it, or those who purchased it from the importers ¢@ 

Mr. Weirze.. I think that is a fair conclusion, Senator. We will 
show later that some cases have already been referred to by Solicitor 
of the Department of Agriculture to thie Departm it of J ist f« 
its consideration and determination as to whether there is any prose 
cutable fraud or irregularity. 

Senator Eutenper. Did any of your own investigations show any 
fraud on the part of those ‘who handled that wheat after it was 
unloaded in this country ¢ 

Mr. Wi ITZEL. I would rather for our invest wmators to speak on that 
subject. I am not aware of any conclusion we have reached so far. 
We have questions as to why transportat on certificates were issued, 
for example, in the name of the Commodity Credit Corporation, or 
as to why Commodity Credit Corporation pt rchased some of this 
grain, 

Some of it was shipped out under the International Wheat Agree 
ment and subsidies paid by the Commodity Credit Corporation, and 
in at least two cases refunds have been made by the people who re 
ceived those subsidies when they found or realized that they should 
not have been paid under the Corporation’s own regulations. 

Senator EvieNnper. Did you find any evidence to show that the 
Commodity Credit Corporation was aware of the fact that this wheat 
was imported wheat and classified as not fit for human consumption 
under the definition you have just given us/ 

Mr. Werrze.. They certainly are aware of it today. How much 


they were aware of it before, I could not say at this point. They have 


ed it and used it for purposes 








10 IMPORTATION OF FEED WHEAT 


it under consideration now. It is a technical problem because when 
it comes in it is legal for it to come in if it has 30-percent damaged 
kernels by weight. That is the present and only legal classification 
for determining the wheat unfit for human consumption. That is 
one of the proble ms 

Whether the degree of damaged kernels should be raised or whether 
the importers should be required to certify to the ultimate use at 
the time the importé ition is made, and, if the “Vy are SO required, whether 
that will stand up as a legal requirement, or whether the law has to 
be « baal to require the - 

Senator Ettenper. You spoke of a subsidy. Who made the rep 
resentations to the Commodity Cre aie Corporation or any other Gov- 
ernment agency that would entitle them to this subsidy ? 

Mr. Werrzev. That would be done normally by the e eae rs of the 
wheat furnishing information to the ¢ ‘ommodity Credit Corporation 
which is authorized by the International Wheat Agreement Imple- 
menting Act to pay the difference between the domestic price and 

foreign price at which it is sold under the International Wheat 
Agreement. 

Certain papers and records have to be furnished and the Depart- 
ment has access to those records. 

Senator Evtenper. This representation, by the exporter of wheat 
through the International Wheat Agreement, would have to disclose 
whether it was domestic wheat or imported wheat. 

Mr. Werrze.. That is one of the questions, Senator, that the 
compliance 

Senator AnpERSON. Could we have the answer ? 

Mr. Werrzev. It is still being investigated. That is the best short 
answer I can give you, Senator. 

Senator Anprerson. How long has it been under investigation ? 
That isa very simple question to get determined. 

Senator Evtenper. I would think so, also. It would be very simple 
to find out whether or not the exporter of that wheat stated that 
he got it as domestic or imported wheat. It is ver y simple. 

Mr. Werrze. It coil seem simple, Senator, yet I know of a 
rather lengthy interchange of correspondence with some of those who 
received the subsidy, as to whether there was any knowledge on their 
part, or whether it was inadvertent or whether the trade in general 
had that practice of upgrading and commingling the damaged wheat 
kernels. 

The CHatrMan. Senator Ellender and Senator Anderson, we have 
anne representatives of the Department of Agriculture who should 
be able to answer those questions—one of the men who has been work- 
ing on the International Wheat Agreement and other representatives 
of the Department, as well as the customs service. 

Senator ANnperson. I admire the people from GAO very much 
and they understand that, but that would seem to be a very funda- 
mental question. In order to claim the subsidy or the bounty or the 

extra amount that is coming under the International Wheat Agree- 
ment, does a man have to represent that this is good wheat? 

Mr. Werrzen. Senator, the regulations of the Commodity Credit 
Gj orpor: ition require that the subsidy be paid only on domestic wheat. 

Senator Anprerson. Who made that declaration when they shipped 
that wheat? That man should go to the penitentiary, should he not? 


er 
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Mr. Werrzter. That is the question, and I could answer it to the 
best of my knowledge, but you have the Agriculture people here. It 
is their correspondence. They are seemclinnrs it with the Justice De 
partment now to determine whe ther there are violations of the statutes 
involved. 

Senator ELLeENpER. Since the rules and régulations under the law 
provided that this subsidy should be paid only on the domestic wheat, 
somebody made misrepresentations; 1s that right ? 

Mr. Werrzev. It is absolute ‘ly clear to us that there was a violation. 
There is some question as to whether the violation was willful 
inadvertent. 

Senator Anperson. Mr. Chairman, that is like saying when you 
went to the bank and picked up $100,000 of loose cash, did you do it 
accidentally or on purpose. Here are people that he said obtained 
money under the International Wheat Agreement. We know that 
has to be domestic wheat. Some body had to ce rtify it was domestic 
wheat. If they so certified they are guilty of some sort of misrepre- 
sentation. 

I am not lawyer enough to know whether it is obtaining money 
under false pretenses or what, but some of the lawyers here would 
know. 

Senator ELtenper. The statement just made by Mr. Weitzel is that 
it is only wheat that is domestically produced on which the subsidy 
is payable. If subsidy was paid on or wheat the importer, the 
man who exported it, must have certified it was domestic wheat for 
him to be able to obtain the subsidy. 

Senator AnpErRson. Of course. 

Senator Evienper. Is that right ? 

Senator ANpERSON. Of course. 

Mr. WEITZEL. Certainly it is an admission on the part of some of 
those who received the subsidy that it was an irregular subsidy 
cause they have refunded the money to the Government. 

Senator ANDERSON. As soon as they were caught ? 

Mr. Weirzeu. As soon as it was brought to their attention. 

Senator ANpERSON. That is a nice way of putting it. Would you 
not also say as soon as they were caught ? 

Mr. WEITZEL. | think that might have been a fair inference to draw. 
I do not want to try to decide that angle. 

Senator Ture. Mr. Weitzel, were you responsible for calling 
their attention that they were in violation / 

Mr. Werrzeu. I believe our auditors were. If I might point out 
here, our statement shows that during the course of auditing the 
Bureau of Customs in 1951, General Accounting Office auditors noted 
a large increase in the quantities of wheat classified as unfit being im- 
ported from Canada. It was decided to examine this new import de 
velopment, because it appeared that the financial interests of the 
Government were being adversely affected due to the difference in 
the import duties on the two classifications, and because of the possi 
bility that export subsidy payments were being paid by the Govern 
ment under the International Wheat Agreement. 

The examination developed facts which Mr. Warren thought should 
be called to the attention of Congress because the solution of the 
Bureau of Customs problem might ultimately require legislative 
action. Brie fly’, the facts are that large quantities of Canac 
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damaged wheat classified as unfit for human consumption have been 
imported and substantial quantities — into edible products; and 
that export payments have been made | V the Diccnonite Credit 
Corporation on exports of some of the wheat contr: iry to its own 
regulations. 

Senator ELLeNper. At that point, suppose you had been in the posi 
tion of the officials of the Commodity Credit ¢ Corporation with the 
documents placed in their hands to determine whether or not this 
subsidy should have been paid. Was there anything in those papers 
which would have indicated it was imported wheat ? 

Mr. Werrzev. I think there is a difference on that. In other words, 
the wheat being fungible is commingled in warehouses and elevators 
in some cases. It was released from bond on payment of the import 
duty. sometimes at the ports of embarkation, even. That wheat is 
h: urd to follow. It might have been impossible for the actual exporter 
to determine that that was the wheat that was brought in. 

In other cases it was shipped under transit permit and shipped right 
out without payment of any duty. As to that I would think they 
should have known. 

Senator ELtenper. You missed my question. Did you get my 
question, Mr. Piper ? 

Mr. Pirrer. I think so. First of all, on the ones we identified 
would probably be better to explain exactly how it happened. On the 
shipments to New Orleans and Houston, we have established that 
there were subsidies paid. This wheat was shipped to the elevators 
in New Orleans and Houston by a private grain dealer. 

Senator Weiker. His name, please? 

Mr. Prrer. Transit Grain Co. 

Senator ELLenper. From where? 

Mr. Prerer. Dallas. 

Senator Tuyrr. Dallas, Tex., is the home office. Where did he 
acquire the erain ? 

Mr. Preer. Duluth-Superior, and shipped under customs bond. No 
duty was paid. It was kept under bond and shipped to these elevators 
in New Orle: ans and Houston. 

The CHarrMAN. Secretary Brannan says it is the Transit Grain 
Co. of Fort Worth, Tex 

Senator Toyz. Would you restate the name . the grain company 
so that we have that correct? Spell the name of i 

Mr. Preer. Transit—T-r-a-n-s-i-t—Grain Co. 

The CHimman. Do coal iy seen who the people who operated the 
Transit Grain Co. were? 

Mr. Preer. Mr. Potishman. 

Senator WreLKER. How is that spelled ? 

Mr. Prrer. P-o-t-i-s-h-m-a-n. 

The CHATRMAN. It was a corpor: ation ? 

Mr. Prrer. Yes, sir; a corporation, I believe. 

Senator Anperson. Do you know it to be a corporation ? 

Mr. Piper. I believe it was. 

Senator Tuyr. Have you records to that effect ? 

Mr. Preer. Yes; we have records on what it is. I just do not recall 
at the moment. It was a corporation. 

Senator Anperson. It was a corporation ? 
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Mr. Pirer. Yes. They brought this grain to the elevators in New 
Orleans and Houston. Other exporters and CCC also had some grain 
in the same elevators. They were the ones who supposedl]y were ship 
ping out good domestic wheat. 

Senator ELLenpver. Who are “they”? 

Mr. Pirer. The CCC and other exporters. 

Senator Tuyer. In other words, was the order to the Commodity 
Credit Corporation to move this grain the order under which this 
grain was being moved ¢ 

Mr. Prrer. Sir? 

Senator Tryr. Was it an order on the Commodity Credit Corpo 
ration to move this grain and was the f 
the Commodity Credit Corporation ? 

Mr. PIPER. Which grain are you talking about / The Transit 
Grain Co.’s grain ? 

Senator Tuyr. You just made the statement that presumably this 
grain was supposed to be going out as Commodity Credit Corporation 
grain. 

Mr. Piper. Commodity Credit Corporation had its own grain in 
the elevator, and they ordered that exported. But when the exports 
went out, instead of taking Commodity Credit Corporation grain they 
substituted, in part, this damaged grain. 

Senator Torr. That is my question. Presumably it was the Com 
modity Credit Corporation grain going out / 

Mr. Pirer. That is right. 

Senator THy E. Instead of it sone out. there was some of the other 
added to it ? 

Mr. Pirer. That is right. 

Senator Tuyr. So it was actually going out under the name of 
the Commodity Credit Corporation / 

Mr. Prrer. Or in a few cases—— 

Senator Tyr. It was supposed to have gone out under the Com 
modity Credit Corporation / 

Mr. Pirer. Yes, sir. 

Senator ELLENpER. It was supposed to be Commodity Credit Corpo- 
ration grain in storage there? 

Mr. Preer. Yes, sir. 

Senator ELLenper. I do not believe you have answered my question 
in full. 

Mr. Pirer. One elevator was owned and operated by the State of 
I understand operated by the State of Louisiana, and the other one by 
the city of Houston. 

Senator AnpEeRson. Were they licensed under the Federal Ware 
housing Act ? 

Mr. Prreer. I don’t know, sir. 

Senator ELLENpDER. Will you answer the question now!’ Suppose 
you had been an official of the Commodity Credit Corporation and you 
had been presented with the documents in order to get the subsidy. 
Would you have been able to detect, from the documents presented, 
that there was fraud or that the wheat upon which a subsidy was be 
ing asked was not domestic wheat ? 

Mr. Pirer. On some of the grain they might have been able to tell. 
This grain came down in bond, the Transit Grain Co. shipments that 
were shipped out. 


grain moved in the name of 
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Senator ELLENDER. They could have told that from the documents 
presented to them ? 

Mr. Piper. Yes, sir; the customs documents that are presented to 
them show that it is foreign wheat. They could have been alerted 
by that; of course, they were not expecting it. They thought it was 
their own grain. 

Senator Ex.enper. That is the point I am trying to make. In 
other words, the Commodity Credit Corporation had grain in the 
same elevator that served the Transit Co. that had this wheat classi- 
fied as unfit for human consumption ? 

Mr. Prrer. That is might. 

Senator ELrtenper. When the wheat was being shipped from New 
Orleans or Houston, the Commodity Credit Corporation was under 
the impression that it was its own wheat that was being shipped; is 
that right ¢ 

Mr. Prrer. Yes, sir. 

Senator Werixer. May I ask a question ? 

The CuatrMan. Senator Welker. I think Mr. Weitzel has just a 
couple of more sections of his statement, but go ahead with your ques 
tion, Senator Welker. 

Senator Werixer. This is in utter confusion right now. I merely 
want to clear up a couple of things. 

Could the Commodity Credit Corporation, with the use of due care 
in its investigation, have found out that in fact they were shipping 
illegal wheat ? 

Mr. Preer. Some of this grain that was blended was only released 
from bond when it was loaded on the ships. 

Senator Weiker. As I understood your first statement, it came to 
New Orleans in bond? 

Mr. Preer. That is right. 

Senator WeL_ker. What happened to release it from bond that would 
cause the Commodity Credit Corporation to ship it out ? 

Mr. Prrer. In some cases it was released from bond upon the pay 
ment of duty, before it was shipped out and loaded on the ships. In 
other cases it was released from bond when it was loaded on the ships. 

Senator Weiker. With the use of ordinary care, Mr. Piper, could 
not the Commodity Credit Corporation have ascertained that it was 
illeval wheat at New Orleans? 

Mr. Preer. They might have determined it in the case where it was 
released from bond when it was loaded on the ships because some of 
the shipping documents show that it is foreign wheat. 

Senator Jounsron. The question was not that, as I see it, but in 
the ordinary way of doing business would they have detected it ? 

Mr. Werrzex. It would seem to us, Senator, that an analysis of the 
shipping documents might have shown anyone concerned whether 
foreign wheat was included. They have been able to follow the ship 
ments and trace back. But some of the records are fragmentary. 
We are trying to get hold of the records, and we have hade the full 
cooperation of the Department of Agriculture. PMA has made its 
own investigation. We will not duplicate the investigation but fol- 
low it closely and will make our own investigations of questions un- 
answered, such as why shipping permits are issued in the name of 
Commodity Credit Corporation, which does have a practice, we be- 
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lieve, of bartering grain where it is in export position and then per- 
mitting the exporter to replace that stock from the country. 

But shipping permits were issued here and we want to know why, 
or whether there was any wrongful intent there. 

The Cuarrman. Is the chair correct, Mr. Weitzel, in assuming that 
both the Department of Agriculture and the GAO will continue their 
investigations with a view to determining the conclusive answers 
these questions ¢ 

Mr. WeE ITZEL., That is correct, and the De ‘partment of Agri ulture 
has referred the matter oe Justice Department to determine wheth- 
er there was a violation of Federal statutes involved, particularly 
where there was a eee representation that wheat was domestic 
wheat when the shipping documents would show that it was not 
domestic wheat. 

Senator Weiker. Before interrupting further I shall permit you, 
as far as I am concerned, to finish your statement. But when did 
GAO first have notice of this dereliction in the grain market / 

Mr. Werrze.. It was late in 1951, and it came about during 
course of our audit of the Customs Bureau actually, rather than 
through the Department of Agriculture. 

Senator WeL_Ker. You and the Department of Agriculture and 
others have been investigating since 1951? 

Mr. Werrzev. We turned over the facts to the Treasury Depart- 
ment officials. The Customs Bureau started an investigation to de- 
termine how much of the wheat was coming in, what the effect 
and in November 1952 it issued a notice of an intention to revise the 
classification of wheat unfit for human consumption, and invited re- 
sponses from the trade and others as to how that best could be done. 
They received no response so that just this week they issued another 
notice in the January 27, 1953, issue of the Federal Register, making 
more specific proposals as to how it could be controlled so that the 
wheat would not come in as unfit for ores consumption and 


to 


the 


was, 


tu- 
ally get into the normal trade ¢ hs innels for human consumption. 
Senator Weiker. Nothing from 1951 until the present date has 


brought about a prosecution. All we have been doing is investigating. 
Is that a correct assumption / 

Mr. Werrzet. I feel that the Bureau of Customs and the Department 
of Agriculture can answer the question better than I, because it is 
their primary responsibility to take administrative steps to solve 
the problem, or to make recommendations for a change in the legisla 
tion. But it was brough to their attention immediately by the General 
Accounting Office. 

We held a meeting early in 1952 with the Customs officials to dis 
cuss steps that could be taken. It is a highly technical problem and 
we recognize that we may not have the answer. It is a problem that 
involves following the wheat after it comes 4 it involves the legality 
of the Bureau of Customs under the Tar ff Act of 1930 requiring the 
importer to show at the time of declaration what the wheat is going 
to be used for. 

But it can be solved, we feel, by the ap] ion of intelligence to 
the situation and it is important enough thes the Congress should 
know of the problem. 
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senator Wal KER It CO ild be olved DV a prose ution, couldn't t ¢ 

Senator Jounsron. Who referred the matter to the Justice Depart 
ment, and when ? 

Senator WELKER. I want that answer. This matter could be solved 
na court of law by a prosecution, could it not ¢ 
Mr. Werrze.. That might hea partial solution, Senator. 

enator WeL_ker. It might be partial. 

Mr. Weirrze.. The General Accounting Office. as Iam sure this com 
mittee knows, is not the criminal prosecution agency. 

Senator Weriker. I understand that, si 

Mr. Werrze.. Where there is a patent and willful misrepresenta 
tion, there should be a prosecution, 

Senator Weiker. Where you have people refunding money, would 
not that be some evidence that there had been some know ledge that 
there was a fraud or misdoing going on ¢ 

Mr. Werrzen. It is evidence that they realize they are not entitled 
to the money. The other conclusion could be drawn. At this time 
I am not in possession of evidence to decide that. 

Senator ELLENDER. Would you finish ¢ 

Mr. Werrzeu. It is really a matter for the Department of Justice, 
and as you will recall, it was the steps taken by this committee last 
year that led, at least indirectly, to the withdrawal of the authority 
viven by the Justice Department to the Agvriculture Department to 
determine what cases should be prosecuted. That authority was re 
turned to the Justice Department and under the present situation 
these matters have been referred to the Justice Department for deter 
mination as to whether there should be a criminal prosecution. The 
case is pending there now. 

The CuarkMAN. Senator Welker asked when these matters were 
referred to the Justice Department. Under date of January 12, 1950, 
Secretary Brannan advised me: “These investigations are In various 
stages of comp etion and all information obtained will be submitted 
promptly to the Justice Deprtment for appropriate action. 

Senator WeLker. That was January 12, 1953? 

The CHAIRMAN. January 12, 1953. 

Senator ANnperRson. This has something to do with January 1951; 
does it not? Here is something that was shipped in transit to some 
people in bond. It was released from bond and the papers would have 


hown it was not domestic wheat. A subsidy is paid on it. There is 
vidence that somebody in 1951 knew that it was something that some 
one could be sent to the penitentiary for. Since they sent these grain 


men in the West to the es nitentiary where there were grain shortages 
they have surely discouraged them. 

The Cuarmman. The Sec retary said in the same letter that the case 
of the Transit Grain Co. has been referred to the Department of 
Justice. 

Senator ANDERSON. When ? 

The CHarrMAN. It does not say when. 

Senator ANpERSON. Could we find out ? 

The CHAIRMAN, | expect we can. We have representatives of the 
Department of Agriculture here who undoubted] can answer that 
question. 

Senator Tuyr. Mr. Chairman, I would like to raise a further 
question. When the warehouseman who has grain of three different 
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owners of grain in his warehouse—that of the Commod vy \ redit ¢ 
poration, that which is there as import grain, and that which is in 
there under the name of the private individual or corporatiot 
empties that warehouse or ships grain out, ist certify what o 


is going out. 


If he certifies that it is Commodity Credit Corporation grain going 


out and then he draws grain from any other | eX ept the Commod ty 
Credit Corporation grain, then he, himself, is in violation He is 
certifvine to something which he knows to be a falsehood. 


Senator Jonnsron. Do you not have the State of Louisiana doiny 
that ? 

Senator ANpERsoN. It is the State of Louisiana warehouse 1 one 
case and the city of Houston in another. 

Senator Ture. It is the warehouseman. 

Senator WELKER. It is a violation of the Warehousemen’s Act when 
he does it. 

Senator Ture. Absolutely. The minute he certifies on his bill of 
lading that he is drawing Commodity Credit Corporation grain, he 


tells me what he is doing. If he is not doing it he is certifying to a 


falsehood. 

Senator Weiker. Mr. Chairman, may | make a suggestion 4 

The CHARMAN. Senator Welker. 

Senator WrELKER. It ; that the witness be permitted to finish his 
statement. Then I want to cross-examine at | oth. 

The CHarrmMan. I think that is an excellent suggestion. Mr. 
Weitzel, will you complete your statement? Then we will have ques 
tioning afterwards. 


Mr. Werrze.. The imports of damaged wheat increased from 77,042 
bushels in 1948 to 26.220,.638 bushels in 1951. I might mei re 
these figures are for imports. I think that is mportant in connectiol 
with determining how long a wait there was after it was found that 
these export shipments were being made out. Actually, from the latest 
records that we have, some of this wheat is still in storage. 

In the first 11 months of 1952, 26,999.934 bushels of damaged 
Canadian wheat were mported. It probably S 1pos ble to defi ly 
ascertain what amout of that low-grade wheat was actually ec fo1 
human consumption purposes. The report at page 5 conta 
maries on the clisposition of 24 million bushe of low-grade w ul 
imported at Buffalo, Duluth, and Superior in the calendar year 50 
and LD], and early 1952. The summaries how that 2 510241 bus els 
of such low-grade wheat were milled into edible flour, plus another 
619,939 bushels used in upgrading. 

Senator Jounston. What percent is that? 

Mr. Werrzet. Roughly 10 percent for the milling and _ possibly 

io of that 24 million bushels. That 


around 2 percent for the upgradi 
would amount to Say 1v per ent altogether. senator. We have to be ar 
in mind that we do not know exactly what disposition was made of 
some of the remainder. And a very little percentage at Dul 
Superior was actually traced to uses consistent with the classification 
given the wheat when it was entered. 
Senator Youna. So long as our grain-trading laws and other 
statutes permit the commingling or mixing of lower grades of im 
ported grains with our own, there is a question in my mind as to how 
can you handle it. With oats, for example, about half the imports were 
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wild oats and tough orades, poor erades, which were mixed with No. 
2 oats here—there is a tolerance I believe of some 5 percent. The same 
io Ee Oe wheat. 

» long as we permit such ee @ of a poorer gra le of imports 
ao with our own, it seems to me that you will always have a problem 
of deter male ju t what we are aa aiadl under th 1e Internati onal 


Wheat Agreement or other programs. 
Mr. v EITZEL. We understand that some of the warehousemen, Sen 


ator, have stated that it is common practice for wheat to be com 
mingled in the warehouse and that the wheat is the property of the 
customers who normally would profit by such commingling unless the 
warehouseman had an interest in it. 

: a is a provision in the CCC Uniform Grain Storage Agreement, 
Senator, w hereby the warehouseman is not supposed to deliberately 
take advantage of the ee allowed under the United States 
Grain Standards Act, or o depart from ethical warehousing prac- 
tices. Sothere ts that question involved, definite ly. 

Senator Weixer. Then you go into the Pure Food and Drug Act, 
too. 

Mr. Werrzen. That is correct, Senator. In these cases I understand 
that the Food and Drug Administration in the Federal Security 
Agency and the Department of Agriculture would mare to determine 
by inspection whether this wheat is actually fit for human consump- 


tion. However, there is no violation of health or sanitation regula 
tions necessarily involved. It is simply that the kernels were damaged 
by frost and were shipped shriveled. 

In some cases it has even been claimed that the wheat was helpful for 


certain purposes because it had sprouted and was needed for certain 
malting factors. Thi at may be simply a rationalization. One of the 
proposals that we have come up with is whether some arrangement 
cou I | be made whereby specific types of damage could be used as the 
ba 1s fo r classification. 

Senator Toye. I think from a standpoint of just plain common 
sense you may have a damaged grain in the Northwest and you may 
have an exception: ally fine er ain in the Southwest, and it has been to 
the profit of the producer that this commingling has been permitted 
between a lower quality and a higher quality. 

That is a common practice that is age-old, and it isa practice that 
should be permitted. But we must establish a means of identifying 
the grain that is imported, that comes in under a lower duty, and 
that can get into the channel of international wheat that is going out 
under the International Wheat Agreement should we ever enter into 
a new agreement at some future time when you are subsidizing that 
type of grain as we have since the International Wheat Agreement 
Was put Into effect. 

We must know how to identify that grain and to follow it because 
that is where the damage and the Injury to our producer as well as to 
the United States Government that is paying the subsidy and is allow- 
ing this grain in under a lower duty occurs. That is the question. 

But do not ever try to condemn the man who uses a certain per- 
centage of that low quality in commingling with a higher quality be 
cause it is the producer who is actu: ally given the benefit in that respect. 

Senator ELLENpDER. When the Senator says “do not blame,” he 
means as far as domestic wheat 1 Is concerned, 
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Senator Ture. That in correct. That is what I am speaking about. 
1 said the damage and the violation occurred when the imports of 
damaged grain came in under a lower duty and then found their way 
into and mingled with the grains going out under the International 
Wheat Agreement where we are paying a subsidy on the grain that 
goes out under the International Wheat Agreement. 


That is where the actual damage to our economy was done. 
The Cuairman. Will you proceed, Mr. Weitzel ? 
Mr. W EITZEL, ¥ es, sir. ‘The Senator has made an excellent presel 


tation of the case. 

When our preliminary conclusions were brought to the attention of 
‘Treasury permemianae officials, the Bureau of Customs initiated an 
investigation t o determine the facts and what steps it could take to 
close the loophole. That was early in 1952. The Bureau, after con 
ducting its investigation, issued in the F eders il Register on Novembet 
(, 1952, a notice to the public advising that the Burea eee 
revising the definition of “wheat unfit for human consumption” and 
invited submission of any relevant data on the question by the grain 
trade and other inte rested pi ities. There was no response. 

The CHatrMan. What is that date / 

Mr. Werrzet. November 7. 1952. 

Senator ELLENpER. These violations took place before this new reg 
ulation was issued ? 

Mr. Wetrzet. That is correct. 


Senator ELLENDER. There was doubt as to whether or not the exist 


ing regulation was good enough, or whether prosecution could be had 
under it ¢ 

Mr. Werrzex. That is correct, Senator. There were both those 
agen, involved. 

Senator AnprerRson. Is it correct? What difference do 


of wheat aes human consumpti on have to do with a man who swears 
it is domestic wheat when it Is imported whea t? 

Mr. W E!TZEL. That Isat tl ie other end of she lin 

Senator Ettenper. I was talking about the quality of the wheat. 

Mr. Werrze.. That is the second question, whether there is a viola 
tion in the submission of records to the Commodity Credit Corpora- 
tion for subsidy under the International Wheat Agreement. 

The Cnamrman. Will you proceed ¢ 

Mr. WEITZEL. We are pone that the reason there was no re 
sponse to the Bureau’s notice was because the trade felt that the pro 
posal of the Bureau was too vague. Accordingly, just yesterday, the 
Bureau issued a new notice in the F ‘ederal Re gvister proposing in effect 
that prospective importers of damaged wheat shall declare whether 
it is intended to be used for human consumption or for other purposes. 

One result of focusing attention on the - — wheat Import 
question has been the voluntary refund of a total of $194,908 to the 
Commodity Credit Corporation from two exporter ‘s for reer 
export subsidy payments received by them from the Corporati 

The CnHatrMan. Do you have the names of those e xporters ¢ 

Mr. WeitTzeEu. Yes, sir. 

Senator ELLtenper. I would like to have them. 

The CuarrmMan. Finish your statement first. 

Mr. Wetrzet. Also, the Department of Agriculture has initiated 


an investigation to determine the extent to which damaged wheat 
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imported from Canada has been exported under the International 
Wheat Agreement and whether other irregularities exist. This inves- 
tigation is being closely followed by the General Accounting Office 
and will be evaluated upon comp letion to determine whether appro- 
priate corrective action is taken. 

We believe that the primary responsibility for solving this highly 
tex hnical problem or recommending legislation if hecessary to solve 
it, rests upon the administrative authorities in the Bureau of Cus 
toms and the Department of Agriculture. The committee may be 
assured that we will continue to cooperate with both agencies. 

The Cuarrman. Now will you give us the names of the two e xport 
ers who have refunded money to the C ommodity Credit Corporation ¢ 

Senator Younc. And the ds ate. 

The CuHarrmMan. And the dates. 

Senator ELLenper. And the amounts. 

The Cuarrman. The dates that the money was refunded. 

Mr. Werrzex. I do have the names and the amounts. We will get 
the dates, if I cannot prov idle them how. The first is the Flour Mills 
yf America, Inc., Kansas City, Mo., $112,430.21. 

The CrarrmMan. Can you give us the ownership of the Flour Mills 

America / 

Senator Tnuyr. Mr. Chairman, who was responsible for their ac 
mitting their error? Who was responsible for making them see 
their error, in other words ¢ 

Mr. Werrze.. I would say that it was a train of circumstances set 
in motion when our audit raised the question with officials of the 
Bureau of Customs and then we contacted the PMA officials in the 
De ‘partment of _ ulture, the International Wheat Agreement offi 
cials, and specific cases were brought to their attention. Then in turn 
it was taken a“ W vith the companie S. 

Senator Tuyr. How did they justify that they were in such error? 

Mr. Werrzeu. In part that it was common practice to commingle 
the grain after importation, and that it was unknown to them that it 
was actually Canadian wheat at the time of export. That, of course, 
may not hold water. The documents themselves in some cases ap- 


peared to otherwise show to the people who examined them. 


Senator Tiryr. What steps are taken to determine whether they 
were as Innocent as it appears that they were 

Mr. Werrzev. I think the Department of Agriculture will be able 
to tell you that in detail. 

Senator Tryr. In other words, have they submitted this to the 
Justice Department to determine whether this firm was deliberately 
endeavoring to take advantage of the Government by shipping out 
imported grain under the International Wheat Agreement where 
subsidy by the United States Treasury was paid ? 

Mr. Werrze.. I think the Solicitor’s Office of the Department of 
Agriculture will have to answer that. I do know that they have re- 
ferred some cases to the Department of Justice. Whether this is one, 
I do not know. 

Senator ELLeENDER. In the case we are discussing now, where the 
refund was $112,000, you say that this firm did not know at the time 
that the wheat that was commingled with domestic wheat was foreion 
wheat ? 
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Mr. WeiIrzeL. Those are some of the arguments that have been 
raised. 

Senator ELLenper. Did they state that as a fact? Not argument, 
but did they state that as a fact ? 

The CHAIRMAN. In any case, you did not state that they were un 
aware of the situation / 

Mr. WEITZEL. I did not because I am unaware of all of the details. 
The Department of Agriculture and the people who received that sub- 
sidy are discussing that very point and have also been discussing the 
point as to whether the facts in the case showed actual knowledge or 
not. 

Senator ELLenper. When that wheat was shipped, was there any 
thing in the order indicating that it Was any wheat other than domestic 
wheat? Did you see the order? 

Mr. WEITZEL. I do not believe we are prepared to answer that spe 
cific question. I think the Department of Agriculture would be 

Senator ANDERSON. Can we vet other compal ies” hames ¢ 

The CHAIRMAN. Do you know the ownership of the Flour Mills of 
America, Ine. ? 

Mr. WEITZEL. The only data I have here is that it is at Kansas ¢ Ity, 
Mo. Wecean provide that. 

The CHarrman. You do not know the owners of that? They must 
have some ownership somewhere ¢ 

Mr. WetrzeL. Ido not know that. 

The Cuatrman. The Department of Agriculture can probably sup- 
ply that. 

Mr. WEITZEL. The other company was the Commande Larabee-— 
L-a-r-a-b-e-e—of Minneapolis, Minn. They made a voluntary refund 
of $82,478.11, adding up to the total whicl 

Senator THyr. Where was their grain being shipped rom, ane 
it going under the International Wheat Acreement shipme nts ¢ 

Mr. Weitze.. This is Mr. Roger Kirvan, Assistant Chief, Office of 
Investigations who has been working with the Agriculture Depart 
ment people. 

Mr. Kirvan. Mr. Chairman and Senator, | would like to make this 
statement with reference to the specific question you are asking. 
When the matter was referred DY the Burea of Customs to the De 


partment of Agriculture, I contacted the Compliance and Investiga 


1 is the statement. 


tions Division of the I Yepartment of Agriculture It was mutually 
agreed that they would condi ct an nvesti@atiol 1 ve cid not want 
duplication of effort. We told them that we would stand by and fol 
low their investigation closely. They have investigated and made a 


report to the Solicitor and therefore answers to these questions that 
you are now asking are probably available from the Solicitor or the 
C and I Division of the Department of A; 


r? 
i 


ulture 
I might point out that the scope of our inquiry supplements the 
C. and I. investigation, why CCC purchased damaged Canadian wheat, 
why they issued defense transportation permits, ind who in CCC 
issued the permits. The matters relating to t! ( rregul irities under 
the International Wheat Agreement and possible criminal and eivil 
action against the importers who sold the wheat to the Commodity 
Credit Corporation, or commingled it in the warehouses with Com 
modity Credit Corporation eran for export. ire being studied by the 


C. and I. Division of the PMA. 








eye 
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Senator ANpERSON. You are satisfied it is being taken care of / 

Mr. Kirvan. We are following it, sir. This is a pending C. and I. 
investigation, Senator. The question that you are asking here now 
will be answered when the investigation is completed. 

Senator Anperson. Do they have the records ? 

Mr. Kirvan. They are continuing their investigation. 

Senator Anperson. Are you not curious as to how they are get- 
ting on 

Mr. Kirvan. We definitely are. We have secured copies of C. and I. 
reports, and IT have been in contact with Mr. Sarrepede, Assistant 
Chief of C. and I. 

Senator AnprERsoN. Is he handling the investigation? He is a very 
good man if he is in charge of it. 

Mr. Kirvan. He is supervising it. Who the men are in Dallas | 
am not sure. We have men in Dallas who will report on the overall 
activity of PMA which will be reviewed and if necessary put together 
with the C. and I. report. These are complex and very intricate 
investigations, as the Senators well know. 

The Cargill investigation of last year involved ramifications of 
many activities. 

Senator Anprerson. Is this more of the Dallas orain branch thing 
that operated this? 

Mr. Kirvan. That is correct. Certain aspects of it. For example, 
n evaluating the C. and I. investigation we will point this out. Many 
of these transactions were conducted by telephone including some of 
the transactions between CCC, Dallas, the Transit Grain Co., and the 
warehousemen. We have to find the recordings of those telephone 
conversations as it appears that many of them may have been thrown 
away or dest royed, 

Senator Anperson. That is a wise precaution. 

Mr. Kirvan. We find evidence and testimony indicates that per- 
tinent records have been removed from the files, destroyed and other 
Wise not available. So when your ask particular questions as to the 
responsibility in CCC, we have to 
C. ‘and-I. 

Senator We._ker. We are making suggestions here that will help 
you investigate it. 

Mr. Kirvan. That is correct, Senator. 

The CHatrman. Mr. Kirvan, where have these records been removed 
from / 

Mr. Kirvan. The Dallas CCC office. 

The CHarrMan. Have you any idea of how recently they may have 
heen removed / 


get those records, and so does 


Mr. Kirvan. We do not know that, and we are not attempting to 
connote or give the idea, or imply that they were removed for reason, 
or that there was any motive behind it. We have to determine that. 

The CHarrMan. They are just not there. 

Mr. Kirvan. That is correct. 

Senator ANpreRsSoN. Are other records in their proper place / 

Mr. Kirvan. There are other records there. 

Senator Anprrson. It is just these that are missing / 

Mr. Kirvan. We don’t know that. We are going into the specific 
question. As far as C. and I. is concerned, I think they are having 
the same difficulty. 
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Senator ANpERSON. If you wait long enough you know the reco} is 
will be dest royed, don't you ( 

Mr. Kirvan. Senator, | know you have asked that question, ind so 
has Senator Welker. I believe if the chairman and Senator Ellender 
recall our hearings in the past year, we have done a tremendous 
\ 


LS 


amount of work on these cases with a minimum number of men. 
] pointed out, they are not easy cases to work on. It takes time, a 
tremendous amount of time. I do not offer thar as an excuse. I ask 
you to bear with us on the basis that we are currently keeping abreast 
of the investigation. 

Senator Anperson. When this man refunded $112,000 voluntarily, 
and somebody else refunded $82,000 voluntarily, did their records 
then disappear from the Dallas office 

Mr. Kirvan. We have not gone into that, Senator. 

Senator ANprerson. Do you not think it something vou should 
cheek ? 

Mr. Kirvan. We shall. 

Senator Anprrson. Did that not occur to your? 

Mr. Kirvan. Definitely. 

Mr. Werrzen. Senator, you can be confident. PMA is going into it 
I have seen some of their reports on it. 1 know they nterrogated 
and interviewed numerous witnesses and reinterviewed them. ‘Then 
testimony is conflicting. It is very difficult to pm down the respon 
sibility because you will find all kinds of situations where people are 
alleged to have made certain statements to people In the trade, pe ople 
in the Dallas commodity office, and those statements are denied. It is 
a question of taking one fellow’s word against the other’s. 

The CuarrmMan. Senator Welker tried to ask a question some time 
ago. 

Senator Werker. I want to let these gentlemen finish. I appreciate 
the fact that you have not finished your investigation. You have 
been of great assistance to us. 

Mr. Kirvan. Let me give you one specific point, Senator Welker. 
In Houston, we find that subsidy payments of approximately $4,129, 
O00 have been made on 17 of 25 identifiable shipments, CCC ship 
inents totaling about 8392,000 bushels of wheat containing some 
376,000 bushels of damaged Canadian wheat commingled on loading 
at the port of Houston. 

You asked a question, why haven't we identified these other ship 
ments. We have to do that but this is a maneuver where care and 
thought is given to commingling the wheat. It is not easy. We do 
not have that established. 

Senator Wetker. The chairman has indicated that you people have 
been of great assistance to this committee. You have been investi- 
gating since 1951. We realize these are hard things to dig out. | 
will not ask any further questions until the senior members finish, and 
then I want to ask a few questions. 

Mr. Kirvan. May I say one thing more, Senator: The C. and I. Di- 
vision of Agriculture is doing a very active investigation of this en- 
tire matter. I want the committee to know that. We have been with 
them and talked with them, following it, as they have proceeded. 
Many of the questions that you have, Senator Anderson, will be 
answered when we get together at the conclusion of the case. 

The CuatrMan. Senator Thye? 


» 
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Senator Tuyr. Have the records been subpenaed so that you know 
that the records will stay intact ? 

Mr. Kirvan. There has been no need at the present time, Senator 
Thye, to subpena the records. 

Senator ANDERSON. By the time there is need, the records will be 
gone. 

Mr. Kievan. I do not believe that the C. and I. Division has had 
any difficulty whatsoever with the importers. 

Senator Tuyr. Mr. Chairman, there are some records missing, ac 
cording to Mr. Kirvan’s statement. 

Mr. Kirvan. That is in the CCC office in Dallas. 

Senator Tnyr. Yes, sir. According to your statement there are 
some records missing. My question is: Have you subpenaed the ree 
ords so that when you find the one that you want, and put your finger 
on the question, those records are not gone as some are now 4 

Mr. Kirvan. You are talking of records we may need ¢ 

Senator Tuyr. Yes, sir. 

Mr. Kirvan. Again may I say this: We have been cooperating with, 
C.and I. on this matter. At the present time we have not felt it neces 
-ary to duplicate the investigation they are doing. 

Senator Tryst. Have you endeavored to ascertain for your own in 
fol mation as to w hethen the othe agency is subpenaing the records sO 
as to make certain of those records ¢ 

Mr. Kiry am. 4. and I. does not have to, They are their own re 
ords, Senator Thye. 

Senator Tuye. So that they are checking themselves ? 

Is that what I am supposed to understand ? 

Mr. Kirvan. No, sir. I believe this, Senator Thye: I believe there 

in objective job being done by C. and I. regarding this matter. ] 
think your report, Senator Aiken and Senator Ellender, which came 
out o} your hearings ih the past year, made definite recommendations 
that C. and I. be an autonomous group, res] onsible to the Administra 
tor of the PMA, or to the Secretary's oflice. 

I believe that idea was put across to the Department of Agriculture 

and you can expect a very well done investigation. Our concept, from 
a GAO standpoint, in going into this matter, under the Budget and 
\ccounting Act. is not to do the same iob that C, and E. IS doing, but 
within the Department of Agriculture PMA, insure that corrective 
tion will be taken so that this will not occur in the future. 
Senator Weiker. Do you not think it is Just sound practice to im 
pou d those records / Here you have knowledge that some re ords 
i ive a appeared, | have had a little bit of investigative experience 
nd I think that we should have those things under lock and key. | 
do not care how many agencies are investigated, 

Mr. Werrzen. Senator, the General Accounting Office has no sub 
peha powers except when it is operating ona specific ease aS an agent 
ot a committee of Co oress, The PM \ officials themselves have rules 
and regulations governing investigations made by the Compliance and 
Investigation Division of the PMA. 

I am sure that the Department of Agriculture would welcome any 
questions as to then precaution in preserving intact these records. 

Senator AnpersoN. Has it occurred to you to ask the Department 


] 


: } 
whether or not the records in these two cases, where these people have 


Lv 
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voluntarily violated, whether those records have clisappe ired from the 
files. 

Mr. WEITZEL. There has been, so far as | know, Senator, no oc 
casion to, and I would say that records are fairly complete in those 
cases. Otherwise there would not have been a refund. If they could 
not have established that this wheat was actually Canadian wheat 
exported as domestic wheat, there would have been no basis for the 
concerns to make any refund. 

Senator WELKER. There could have been a refund in order to escape 
criminal prosecution. I think it is absurd that we do not have all 
these records impounded, whether you have the authority, this com 
mittee, or C. and I. or anybody else. I think they should be impounded 
because someone is a tort feasor or a criminal, one of the two in this 
matter, 

Weare not going to stop. 

The CnatrMan. Senator Young? 

Senator YounG. This wheat was shipped in here as wheat unfit for 
human consumption ¢ 

Mr. WEITZEL. It was shipped in some cases under bond after hav 
ing been imported as wheat unfit for human consumption. Some of 
it was shipped from Duluth-Superior to New Orleans and Houston 
and there actually exported, released ao bond and exported directly. 


Senator Youna. It was shipped 1 sa feed wheat. Is there any 
reason in the world why it should “Se sateaitted to be mixed with good 
wheat in any case, if unfit for human consumption’ Would not the 


simple way to handle such a situation be for the Commodity Credit 
Corporation or other Government agency to issue a ruling that it 
could not be mixed with wheat for human consumption wheat ¢ 

Mr. Werrzex. It could be done. Whether it is practical or reason 
able is another question and they would be better able to answer than 
I. Asa matter of fact, it isedible. We may be eating it in our break 
fast cereal for all I know. It has been proved to be edible. It 
being used. The practical solution of it, to us, seems to be to bring 
the 1935 regulations and the law, if necessary, up to date. 

Advances have been made in the milling industry which are not 
recognized in the regulations. It creates loopholes permitting im 
portation on one basis anduse on another basis. I am sure a way can 
be found to draw in that gap. 

Senator Youne. The CCC could have ar a should have stopped im- 
ports of feed wheat in the last 8 months, because the prices of feed 
erains in the United States have been below Sup port levels. Secre 
tary Brannan and the Department were derelict in their duty in 
imposing the provisions of section 22 of the red icultural a. 

Mr. Wetrzeu. Section 22 of the Agricultural Adustment Act, as 
amended, authorizes the Secretary of Agriculture in effect, to have 
import restrictions issued. The President Imposes the restriction, 
but the Secretary is required to advise the President when he finds 
that articles are being or are practically certain to be imported j nto the 
United States under such conditions and i » such quan tities as to ret 
der or tend to render ineffective the agri risen al operations of the 
Department of Agriculture. 

Senator Younec. And particularly during this period when the 
prices were be low parity and be low sup po! 57 vels, 


IS 


not 
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Mr. Werrzev. The original proclamation was issued on the theory 
that the importation of wheat for human consumption would inter- 
fere with the Soil Conservation and Domestic Allotment Act programs 
of the Department, and reduce the amount of flour processed from 
domestic wheat. It limited the importation to 800,000 bushels. 

Now 25 to 30 million bushels a year of the feed wheat is being im 
ported and it is primarily the responsibility of the Department of 
Agriculture to determine whether that affects the Department’s pro- 
grams, either through the displacement of domestic feed wheat, the 
depression of prices of feed wheat, or the displacement of other 
wheat which is produced here for human consumption. That is a 
problem for the Department of Agriculture. 

Senator Ture. It is certainly a problem, regardless of the situation, 
x how it came in. The price of oats is down because of it. 

Senator Younc. Untold millions of dollars were spent in support- 
ing oats prices when it would not have been necessary at all. 

The CHarrMan. Senator Welker / 

Senator Weiker. Mr. Chairman, I thought we should go down by 
seniority. I will wait until my time, which is the last. 

The Cuairman. As I understand it, Mr. Weitzel, the $112,000 plus 
refunded by the Flour Mills of America, and the $82,000 refunded 
by Commander-Larabee, those amounts are based on the records of 
the corporations themselves and not on CCC records / 

Mr. Werrzex. | would say they must be based on both. They were 
furnished to the Commodity Credit Corporation to supposedly comply 
with the International Wheat Agreement terms and the regulations of 
the Department. 

The Cuairman. Have you any information as to when these refunds 
were mace / 

Mr. Werrzev. I am sure that the Department can tell you that. It 
is recent. In fact, I think one of them was made after we sent our 
report up in November. 

Senator WeLtker. November 1952? 

Mr. Werrzev. November 19, 1952. 

The CuarrmMan. Have you any questions, Senator ? 

Senator Youne. No, thank you. 

The CuarMan. Have you, Senator? 

Senator Evxenper. I would like to repeat that a lot has been said 
here about the Commodity Credit Corporation and the part it played 
in this transaction. There does not seem to be much stress laid on 
the importers, as to whether they should be punished for any wrong- 
doing. I want to ask the question again: Was there anything in this 
order, with respect to the wheat in New Orleans that would “indicate 
fault or wrongdoing on the part of the Commodity Credit Corpora- 
tion’ The ¢ ‘ommodity Credit Corporation evidently gave instruc- 
tions to ship its own wheat from the New Orleans w: arehouse abroad. 
Is that right? 

Mr. Pirrr. That is right, yes, sir. 

Senator Exienper. For all practical purposes, then, the Commodity 
Credit Corporation thought that the wheat actually being shipped 
was its own wheat that it had itself stored previously. Is that right? 

Mr. Piper. Yes, sir. 

Senator EL.tenper. What fault can you attribute then to the Com- 
modity Credit Corporation in this transaction ? 


; 
! 
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Mr. Pirer. Where the wheat was released from bond at the time it 
was shipped, the documents available to CCC would show that foreign 
wheat was going out. If they had been watching, that should have 
given them notice that it was not their wheat, supposedly domestic 
wheat, that was going out. 

Senator ELtenper. When would they get that notice ? 

Mr. Prrerer. They would get that at the time of shipment. 

Senator ELienper. Was there any indication that their wheat was 
kept separate from the bonded wheat? When you speak of bonded 
wheat I understand that it is placed in a certain compartment and 
sealed there. 

Mr. Prrer. That is right. 

Senator ELLeNpeR. That to me would indicate that it could not be 
commingled with the Commodity Credit wheat until the seal was 
broken. 

Mr. Preer. That is right. 

Senator E.tenper. Was there any indication that the seal was 
broken and that this wheat was commingled with the Commodity 
Credit wheat that would put the Commodity Credit Corpor: ation on 
notice that the foreign wheat was being shipped instead of its own? 

Mr. Prerr. The documents that are available to CCC when claims 
are filed for International Wheat Agreement payments, would show 
that some of this wheat was foreign wheat. 

Senator ELLenper. But it was bonded, as far as they knew. It was 
sealed in its warehouse. Is that right ? 

Mr. Piper. It was sealed in the warehouse until it was released onto 
the ship 

Mr. iiesiien: To go further, Senator, the records would follow the 
wheat actually onto the ship out of the bonded warehouse. That would 
be the only way in which the customs authorities could release that 
wheat from bond. Either that way or by the payment of duty on it. 

So that where the wheat was loaded right out of the warehouse onto 
a ship for exportation, it should have been plain to anyone who could 
read, that that was imported under bond as under a particular classi- 
fication and that it was being shipped out, and if you put the pieces 
together it could be determined that it was a violation of the terms 
of the International Wheat Agreement, but you would have to have 
the other piece that a claim was ;made for the subsidy from Commodity 
Credit Corporation. 

Senator ELLeNper. Are you saying that you never saw the orders 
issued by the Commodity Credit Corporation for this wheat / 

Mr. Werrzev. I am sure that those orders have been seen by the 
people in the Department of Agriculture. 

Senator ELLeENperR. You have not ? 

Mr. Werrze.. I have not, myself. 

Senator ELenper. So that I presume that the best way to determine 
that and to find the real facts, is to get the orders themselves / 

Mr. Werrze.. They would show on their face in some cases. 

Senator ELitenner. Could we get those, Mr. Chairman’ Will you 
make provision to have them presented to this committee ¢ 

Mr. Werrzet. They should be available. 

Senator ELLeNvEeR. We have been dealing this morning with a lot of 
aspersions on the Commodity Credit Corporation. I would like to get 

sal facts. 
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Senator JoHNsron. How many papers would be included in all the 
papers? Do you know? 

Mr. Werrze.. I would not want to say that we should get all the 
voluminous papers on these transactions. On this particul: ir one it 
might not be so bad. 

Senator JoHnston. When you send this shipment in, how many 
papers do they send along with the shipment ? 

Mr. WerrzeL. There would have to be papers describing the ship- 
ment for customs purposes and there also has to i documentation 
presented to the Commodity Credit Corporation in support of the 
claim under the International Wheat Agreement. I would not know 
just how many there might be. They could be considerable. I am 
sure that they are available and have ‘been examined. We are in the 
position of trying to evaluate what is being done by the administrative 
officers who are actually doing this work and further investigation. 

We do not have the responsibility for determining whether a viola- 
tion is criminal, although we bring things to the attention of the De- 
partment of Justice when we think there ‘has been a criminal violation. 
But where the investigative agency of the Department itself is going 
into the matter and is pursuing it vigorously, it is a much better 
policy for the Comptroller General’s representatives to stand by and 
see if there are any stones left unturned. 

The Cuarrman. Mr. Weitzel, will you make an effort to determine 
at what time these shipments took place for which the Flour Mills of 
America, Inc., and Commander-Larabee made restitution at a later 
date? 

Mr. Werrzet. I am sure that can be determined, Senator. 

The CHarrman. We are asking for that information in view of all 
the testimony we have had in months past with regard to the Dallas 
oftice of the PMA. As one member and chairman of the committee, I 
would like to know whether these incidents occurred before or after 
there was a change made in the management of that office. 

Senator EuteNper. You mean Solomon and White? 

The Cuatrman. I think those are the names. 

Senator Ettenper. They were in charge of the Dallas office at the 
time we began our investigation of the ¢ ‘ommodity Credit Corporation 
in 1951. Many of the cases we investigated emanated from the Dallas 
office under the responsibility of Solomon and White, who were later 
discharged by the Department of Agriculture. 

Mr. Werrzev. Strictly offhand, what I do know about it leads me 
to believe it took place before the change in administration. Mr. 
Solomon himself called the attention of the Washington officials of 
the Commodity Credit Corporation, PMA, to the reported importation 
of Canadian wheat back in 1951 and that that wheat was in bond at the 
Houston grain elevator and had been mixed with the CCC export 
shipment. So it took place before your hearings. 

The Cuatrman. Also, do you know whether the Commodity Credit 
Corporation required the showing of I believe what is called the pink 
shipper’s export declaration for in-transit goods at the time this grain 
was accepted and shipped? 

Mr. Werrze.. | could not answer that at this time, Senator. I could 
get the answer, I am sure. 

The Cuarrman. If you will, get the answer; otherwise I wil] ask 
the Customs Bureau. 
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Senator Extenper. I have a communication d: sted February 5, 1952, 
addressed to the Commissioner of Customs, Washington, D. C., signed 
by Mr. Sam D. W. Low , collector of customs at Houston, “Lee and I 
will read one paragraph. 

The Cuarrman., ‘That will answer my question. 

Senator ELLENpDER (reading) : 

Unfortunately the entry division at Houston did not require the presentation 
ot a pink shipper’s export declaration for in-transit goods with each withdrawal 
for exportation. Had this policy been followed, we should have made it im- 
possible for shippers to blend foreign grain with that of domestic origin and treat 
the whole shipment as domestic grain 

The particular clerk who handled these transactions is no longer in the entry 
division, and orders have been issued requiring the presentation of proper export 
declarations as the basis for the release of warehouse merchandise for export. 

Mr. Werrze.. That would seem to bear closely on that, Mr. Chair- 
man. Would that be sufficient information on that point? 

The Cuarrman. I think that is sufficient. 

Senator Young? 

Senator Youna. In years past, grains that were imported for feed 
purposes were dyed W ith beet or other juic es, were the y not ¢ é 

Mr. Werrzex. I am sorry; I did not get the whole question. 

Senator Youne. In years past, wheat unfit for human consumption 
and imported was dyed with beet juices or something of the sort. 

Mr. Werrze. I could not give you the answer to that. 

Senator We.ker. The Department of Agriculture can probably tell 
you. 

Mr. Werrzex. In certain other cases—for ¢ xumple, under the potato 
program—a dye \ was used. 

The Cuairman. We have a session of the Senate today at 12 o’clock. 
There are some more questions that I assume the members of the com- 
mittee desire to ask Mr. Weitzel. 

Senator Youne. We might finish up. I do not have any more. 

The CuarrMan. Some of us want to be on the floor at noon, and that 
is only 10 minutes away. We also have representatives present from 
the Customs Bureau and the Department of Agriculture that I am 
sure we will want to hear from, and possibly question further than 
we have time to do now. 

Senator Weixer. I have two short questions, Senator. 

The Crarrman. Would you ask them, Senator Welker? If they 
will take any length of time, I suggest postponing them until this 
afternoon. 

Senator Weiker. Mr. Weitzel, at the time this huge volume of 
grain unfit for human consumption was imported from Canada, do 
you or do you not know that our warehouses were jammed with edible 
grains throughout this Nation? 

Mr. Werrzev. We do know that the Commodity Credit Corporation 
had in store in many places a large quantity of surplus wheat that 
had been taken over by the Corporation or was in storage under 
loan. 

Senator WeLiker. You know it to be a fact that we rented airbases 
and everything that could hold grain throughout the Nation at that 
time ? 


Mr. Werrzen. Yes, sit 
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Senator Werixer. You stated there were refunds from two differ- 
ent companies. Do these refunds represent the refund on the sub- 
sidy payments only ? 

Mr. Werrzeu. I believe that to be the case, Senator. 

Senator Weitxer. What happened to the 13 cents that the United 
States Government lost on the duty that ought to have been paid? 

Mr. Werrzex. That is one of the problems, Senator, because the duty 
was actually collected at the right amount at the time the wheat was 
imported. It was properly cl: ssified ; and, so far as I know, no ques- 
tion has been raised of improper classification at the port of entry. 
It is the subsequent disposition that gave rise to the trouble because 
the duty was paid on the wheat that was released from bond for 
domestic use at the elevators and possibly later sent out for export 
in the Southwest. The other wheat was commingled domestically 
with wheat of United States production so that there would be no 
valid claim, I believe, of the Government to any increase in actual 
duty. 

The problem is as to the difference between the value of the Cana- 
dian wheat and the value of domestic wheat which was supposed to be 
offered for export under the International Wheat Agreement. 

Senator WeLkKerR. But as a result of these imports, we lost 13 cents, 
and certainly if these people want to come clean, Commodity Credit 
Corporation, or whoever is responsible should see that Transit Grain 
at Fort Worth, and Flour Mills of America and Commander-Larabee 
should take care of the loss to the Government as a result of this fraud, 
and that is what it is. 

Mr. Werrzet. I do not feel qualified, Senator, to pass on the ques- 
tion. But for what it is worth, | would be glad to offer the observation 
that we have not approached this case from the standpoint of a viola- 
tion of customs laws or regulations. It is simply the setup of the 
customs laws and regulations in conjunction with other factors here 
which permit the perfectly legal importation of grain on one basis, 
and its use or export on a totally different basis. We think that is not 
practically right. 

Senator Ture. Mr. Chairman, might I request Senator Welker to 
permit me to ask just one question at thet point. 

Senator Wetxker. Certainly. I would be happy to yield. 

Senator Ture. The moment that that grain was established as hav- 
ing gone abroad under the International ‘Wheat Agreement, whatever 
bushels went abroad, the man who shipped that grain is responsible 
for the 13-cent reduction in the duty because it went over under so- 
called edible grain regulations. It cannot be other than that. Because 
if it came in as a feed grain and it had a lower import duty, and if 
it went out under the International Wheat Agreement, it went out 
as an edible wheat. Even though he refunded the so-called difference 
on the subsidy, he still had 18 cents saving in the import duties 
that should have been charged on that grain, and he is wholly respon- 
sible for that as well as the violation. 

The Cuatrman. I would say the profit was considerably more than 
at 13 cents less than if it had been edible wheat, and shipped it out under 
as unfit for human consumption. 

Senator Tryer. Certainly. That is the difference in price. But the 
import duty is clear as crystal in my opinion, because he brought it in 
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at 15 cents less than if it had been edible wheat, and shipped it out 
under the International Wheat Agreement as edible wheat. 

Senator Youna. Isn’t there aie a violation on the part of anyone 
who mixes it with edible wheat ? 

Senator Tuyr. Yes, sir 

Senator Wetker. I have one more observation : question, Mr. 
Chairman. I realize that you are not a prosecuting agency but th 
chairman has certainly started this committee off on a very material 
investigation and I hope he pursues it, and I know he will. 

Are the three corpor: itions the only ones that are involved in this 
practice that you have related here tod: ay ¢ 

Mr. Werrzeu. I doubt that they are, Senator 

Senator WeL_ker. Can you give us at the next meeting a list of all o 
those that you found to be involved i in this practice ¢ 

Mr. Werrzev. In the whole situation it has been claimed that it is 
a general practice in the milling and wheat industry to perform this 
commingling process of any grain—imported wheat or domestic 
wheat. So that it would be practically impossible to follow it out 
completely. The records just do not show. We will be glad to furnish 
any additional information that we can. I do not know that we cai 
do it by this afternoon, but at the earliest possible date. 

Senator WeLker. Will we have a meeting this afternoon ? 

The CHarrMan. Yes, if it is convenient for a sufficient number of 
the members of the committee, we would like to continue with the 
testimony of the Department of Agriculture representatives and the 
Customs Bureau this afternoon. 

The Chair had in mind continuing the hearing at 2 o'clock. 

Senator WeLker. My only observation, Mr. Chairman, is this: The 
investigation, unless these gentlemen and the Agriculture people and 
the Commodity Credit Cor por: ation, and whoever else is here—unless 
they have the records and the full inform: ition that we can probably 
cross-examine on, I would like to suggest that we wait a di iv or two 
until they can asse omble these rec ‘ords. 

I am not so impressed with these two corporations which paid back 
the money. I know several people who have stolen radios who would 
have liked to have given the radios back and gotten a clean bill of 
health. I think this committee should go into these matters fully. 
If we find that there has been a violation of law, we should recommend, 
as a committee, a full prosecution. 

The CHairMan. Senator Welker, wouldn’t you think that the com 
mittee could perhaps be guided somewhat if it gets a preliminary state- 
ment from the Department of Agriculture and the Customs Bureau this 
afternoon? Otherwise, the testimony of Mr. Weitzel will be by itself, 
reported by itself. 

Senator Wetker. I would like very much to have as many of these 
people who involved themselves in this sort of conduct as possible, so 
that we can go after them all, cross-examine them all, find the owners, 
the stockholders of the corporation, and things of that matter. 

The CHarrMan. I think the Senator from Idaho is entirely correct. 
The purpose in calling this meeting for today is to focus attention on 
a situation which has existed—probably does exist—and which can 
contribute greatly to a breakdown of our farm programs, and which 
may turn out to be a fraudulent and illegal practice. Lam not express 
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ing an opinion on that. To demonstrate the interest and determination 
of this committee in the matter, I asked Mr. Weitzel to give us a state- 
ment here. We realize we cannot get a complete statement today. 
In fairness to the customs service and the Department of Agriculture, 
it seems as if we should hear any preliminary statements which they 
have to make. 

As I understand it, the Compliance and Investigation Branch of 
the Depart ment of Agriculture is now working closely with the General 
Accounting Office. I am sure that the Department of Justice will 
cooperate fully in this situation. 

We can see what this practice, if continued, can do to our farm sup- 
port program. Suppose there are 40 million bushels of this wheat 
brought in for chicken feed or for industrial purposes and diverted to 
milling flour or for export. That means that we, as taxpayers, are 
holding the bag for some $90 million because the 40 million bushels of 
wheat would displace that value, that amount of first-class American 
wheat which is seeking a market and which, if it does not find that 
market, will likely wind up in the ownership of the United States 
Government. 

Senator Werker. That is right. I am sure the chairman is being 
very courteous and very sound in his suggestions. I am certainly 
happy to go ahead with the customary examination of the witnesses 
this afternoon. 

I was astounded when the Chair made his first statements about this 
disclosure. Of course, as you know I am a new man on this committee 
but I was astounded to hear the declarations that you made the first 
day we assembled here. I think this investigation will entail a vigorous 
cross-examination and a vigorous investigation from all of the agencies. 
I hope that I can be of service to the Chair in that respect. 

The CrHatmrMan. Iam sure that you will be. 

Senator Young, we have just about time for one more question and 
then we will recess until 2 o’clock. 

Senator Youne. The duty on this wheat imported as unfit for 
human consumption, or feed wheat, was paid on the basis of feed 
wheat, was it not ? 

Mr. Weirzet. It was, Senator; 5 percent ad valorem. 

Senator Youna. If any processor or any handler mixed that with 
wheat for human consumption and did not pay the additional duty 
required, would that not be a violation of law ¢ 

Mr. Werrzen. The best answer that I can give, unadvised by 
Customs counsel, is no, because the courts have held that the ultimate 
use is not what controls. It is the description in the classification 
that counts. I think you can see that in some cases it might be very 
difficult to control the ultimate use when new uses and processes are 
developed. That is one of the problems the Bureau of Customs has 
faced. They have taken the bull by the horns now and said that 
they are considering requiring a declaration as to what the wheat 
will be used for. They are doing this even though they may have 
some doubt as to whether that will hold water in court inasmuch 
as the courts may rule that an importer cannot 7. required to say that 
he will not use the wheat except for feed, if it is properly classified 
as 30 percent damaged kernels and he pays the right duty. 

Under the law that is the right duty, as far as I can determine. 
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Senator Weiker. You have seen fraud on the grain growers in 
North Dakota. 

The CHarmman. We will recess at this time until 2 o’clock. 

(Whereupon, at 12:30 p. m., a recess was taken, to reconvene at 
2 o'clock.) 


AFTERNOON SESSION 


(Present: Senators Aiken (ciairman), Young, Thye, Hickenlooper, 
Welker, Kllender, and Anderson. ) 

The Cuatrman. The committe will come to order. We have come 
back this afternoon to hear the report from the Bureau of Customs 
and the Department of Agriculture, which have representatives here. 

Before proceeding with the Bureau of ¢ ustoms. Mr. Weitzel, of 
the General Accounting Office has a final statement to make to this 
committee. 

While you are about it, Mr. Weitzel. you m ol t want to comment 
on a news item which I noticed came over the ticker this noon, to 
the effect that the Secretary of Agriculture has directed that an 


audit be made of all the Incorporated agencies of the Department. 


Tell us what you know about that, and whether you t nK any Im- 
prove might come from it. 


STATEMENT OF FRANK H. WEITZEL, ASSISTANT TO THE COMP- 
TROLLER GENERAL, GENERAL ACCOUNTING OFFICE—Resumed 


Mr. Werrze.. I will be glad to do that and to answer anv other 


questions that the committee may have on th roblel that L ean 
answer, | would like to have the record show that =; yet the General 
Accounting Office has made no nvestigatiol t t = particular prob 
lem. It was during ih audit ot the Custo1 Bure l. which is part 
of our regular audit activities, that the question came up, and it was 
then taken up with the Customs authorities early 1952 and in turn 


with the Avcriculture authorities, and the Customs authorities and 
Agriculture authorities have been conducting the investigations. 

If those investigations do not turn out satisfact ily, or if we 
think that their investigators have not gone sufficiently deeply into 
the problem, we will then conduct a full-fledged investigation and 
try to come up with additional facts. 

As this committee will remember, our investigation of the ora 
warehousing irregularities arose in just that manner. We were fol 
lowing the investigations of the PMA Office of ¢ ‘ompliance and In 
vestigation and the audit of the Dallas PMA office, and when we felt 
that their conclusions were not being fully used and that the Depart 
ment was not acting promptly in the situation, then we went in and 
put a fuller staff on and cooperated with this committee through 
the session. But it did tie up a rather substantial part of our entire 
investigative staff, which is only a little over 200 to cover the entire 
Government. 

So that as a practical matter as well as from the standpoint of 
principle we feel that it is better to let the depart ental investigators 
make the original investigation and for us to satisfy ourselves and 
to inform the Congress whether that is proper or whether it needs 
further investigation by GAO. 
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It is - that reason that the Department ews a be in pos- 
session of fuller details than we are at this time. » far we have 
only m: 7 an audit of the situation which does not ; go as deep. 

Senator Eititenper. As I understand you now, and from your origi- 
nal statement, you started this investigation as a result of work you 
did for the Customs officials / 

Mr. Werrzeu. That is correct. It came up in an audit of the Cus- 
toms Bureau during 1951. 

Senator Evtenper. When did you actually make the facts known 
to the Customs officials / 

Mr. Werrze.. It was late 1951 when we ran across it in the audit. 
It was early 1952, February 1952, that we met with the Customs 
authorities and brought it to their attention and they then instituted 
their own investigation which culminated in this November release 
in the Federal Register inviting comment on a change in the classifi- 
cation of this type of wheat. 

I am informed also that the Customs Bureau may have received 
some response. We had information from one of their officials that 
there was no response to that original invitation. They will be able 
to tell you that there may have been some. 

Senator ELienper. So far as you know, the Customs officials have 
been active since you called their attention to the facts in February 
19527 

Mr. Werrzet. I believe they have. 

Senator ELttenper. When did you make your findings known to 
the Agriculture Department ? 

Mr. Preer. It was on an informal basis. 

Mr. Werrzeu. It was about the same time. It was a matter which 
involved both the Customs Bureau and the Agriculture Department. 
It was an interchange of correspondence. Agriculture said it would 
be perfectly all right with them if the Customs Bureau should adopt 
the suggestion that the importer be required to certify what would 
be the ultimate use of this wheat. 

Senator Exvxenper. So far as you know, both the Bureau of Cus- 
toms and the Department of Agriculture have been actively pur- 
suing this matter further to get to the bottom of it? 

Mr. Werirzet. As far as I know, since it was brought to their 
attention. 

The CHatrMan. Has the Customs Bureau taken nd action to cor- 
rect the practice during the last year and a half? 

Mr. Werrzret. I would say that before the question was brought 
up with them as a result of our audit, they had it brought to their at- 
tention, as the committee heard this morning, in 1950 and 1951 by 
their own collectors, but at that time they decided to stand on the 
previous interpretation of wheat unfit for human consumption, that 
is, 50 percent damage by weight. 

We do not feel that this is a realistic application at this time in 
view of the actual facts. However, we do not administer the customs 
laws and we do not claim to know the final answer. 

‘The Cramman. There has been no change in the practice or the 
definition of wheat unfit for human consumption ? 

Mr. Werrzev. ‘Vo date there has been no change, Mr. Chairman. 

Senator Ettenprer. What of those regulations that you say were 
made last November ? 
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Mr. Werrzev. ‘That was an announcement in the Federal Register 
of an intention to consider changing the basis. There has been as yet 
no change in the regulations. In addition, there is this announce- 
ment this week in the Federal Register, but there has been no specific 
change in the regulations. 

The Cuamman. That was yesterday. 

Mr. Wetrzeu. The re has been no change in the regulations. 

Senator E,Lenper. Is it customary to give the trade notice that 
changes in regulations are anticipated because current ones are not 
considered good ? ? 

Mr. Werrzev. I am not sure that it is alw: ys followed. I think 
they probably felt that in view of the diffic ulty of admini Dae this 
provision it would be well to get the response from the trade before 
making a change. 

The Cuarrman. Will you proceed ? 

Mr. Weirzet. I have the dates of the refunds which were made by 
the Flour Mills of America, Inc. That was June 14, 1952 that the 
letter was dated—that day. The Commander-Larabee refund, the 
letter was dated, as I indicated this morning, after the date of our 
original report. It was November 25, 1952 

Senator E_itenper. Do you know the circumstances under which 
these payments were made / 

Mr. Werrze.. We have not had time yet to check on that. 

Senator Extenper. You will have to get that from the Department 
of Agriculture? 

Mr. Werrzen. Or we will furnish it later if you do not get it other- 
wise, Senator. 

Senator Young. Was their case turned over to the Justice 
Department ? 

Mr. Weirzex. I do not know, Senator, whether it was. The Agri- 
culture people can tell you just which cases have been turned over to 
them. 

Senator ELteNprr. One of them, according to the letter from Sec- 
retary Brannan, was so re ferred. 

The Cuarrman. According to Secretary Brannan it was the case 
of the Transit Grain Co. that was turned over to the Departme nt of 
Justice, and he also explained in his letter of January 12, 1953, that 
investigation is continuing in ada to other possible violations and 
will be referred to the Department of Justice for any criminal 
civil action deemed appropriate when they finish the investigation. 

Senator ELttenpver. I do not recall but did this Transit Company 
have any connection with the wheat that was sold by these people— 
that is, those who made the refund ? 

Mr. Preer. Not that we know of. 

The Cuairman. What wheat? 

Senator ELtenper. Flour Mills of America. 

The CrairMan. In other words, the three companies were not 
working together ? 

Senator ELtenper. That is what I was wondering. 

Mr. Werrzen. There is another item that may be significant and 
that is in these two cases I am informed that flour proc ‘essed from 
Canadian damaged wheat was involved, rather than exportation of 
the wheat as such, for whatever bearing it may have on the case. 
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The Cramman. It is the opinion of the chair that after the hearing 
today we should suspend until the GAO and the C and I complete 
their investigations. Assuming that has been a general practice and 
there have been a good many violators, if it is proven to be a violation, 
then it would be obviously unfair to hold up 1 company, when there 
may be 20 others that have been doing the same thing. 

Senator Youne. I do not see how a flour miller could protect him 
self. If this Canadian feed wheat was allowed to be mixed with 
our own stocks, and a flour miller purchased his stocks on the grain 
exchange, as he usually does, how would he know whether it was 
mixed or not? 

Mr. Werrzei. Or some way requiring that it be identified so that 
it could be followed. It would depend on the circumstances, whether 
he bought it as a lot or whether he paid for it and accepted delivery as 
a regular American grade. He could have bought it at the higher 
price, even. I do not know just what the circumstances were in those 
cases. But considering that it was flour, that removes it one degree 
from the Canadian wheat, that is true. 

The Cuatrman. Whether he would be inviolation or not would 
depend on the terms of the contract which he entered into to furnish 
the flour; if he agreed to use strictly United States No. 1 wheat, o 
whatever grade it might be. 

Mr. Werrze.. He did agree, the regulations require, that flour also 
be domestic wheat. 

The CuatrmMan. It would be the miller’s responsibility to see to it 
that he used domestic wheat. 

Mr. Werrzeu. The flour could be substituted for wheat, according 
to formulas contained in the International Wheat Agreement. But 


whether wheat or flour it should have been domestic. It could have 
been exported without claiming credit under the International Wheat 
Agreement but if it was claimed it should have been domestic. 


The Cuatrman. Do you want to make any comments on the other 
matters ¢ 

Mr. Werrzen. Yes, si 

The Crarrman. On the incorporated agencies within the Depart- 
ment ¢ 

Mr. Werrzex. That was, I believe, an announcement just made by 
Secretary of Agriculture Benson, and it involves an order that he 
has made for special audit, as of January 31, of all the corporations 
and lending agencies in the Department of Agriculture. There are 
nine of them altogether. If you want the list, I have it. 

Senator Extenper. By whom? 

Mr. Werrzer. The audit is to be made by the internal audit staffs 
of the Department of Agriculture. 

Senator ELrtenper. Do you not think it might be a good idea, since 
the people within the Department are being used to make this audit, 
that there be an interchange of auditors, that is, the auditors who do 
the regular work for one corporation should be sent to audit the work 
of another corporation within the Department ? 

Mr. Werrzex. I would be very glad to convey that suggestion. Our 
audit staffs are meeting with the Department audit staffs this mal 
noon on the development of a program. I might say that our partic 
pation in this audit is going to be by way of advising with them rae 
counseling with them in drawing up the audit programs and the 
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procedures under which they are going to go about it Then the 
internal audit statis of the Departments will make the audits. It has 
not Fully been developed just how they will except that | believe 
they will be reporti x to secretary Ben oO f Sg nstance mnstenc 


of to their normal administrative heads 
Then after the audits are made the General Accounting Office will 
examine the work papers and audit report na i advise secret: ry 


j 


Benson whether the : udit rie the ds and proce lures followed were ad 


quate and whether they follow out the pla l-audit program. 
There Was a desire on the part ft Se Lil Bens t t 

assured ot adequa Pe aAccoUntAD t\ é ‘ ot 

porations as of Ja iarv 51 and also whet le eir finaneial s teme 

correctly reflected then pos Ol f t Phere sl 


as to whether the General Accounting Office could perform that as an 


extra audit as of that date. We are in the p ( Tt not elng 
yet to come up to Congress on January 15 with our regular audit 
reports under the Government C rporatior Control Act ‘ 
al fiscal year basis. So we just we re not & DOSITIO Ind we wanted 
to cooperate \\ ith the secretal ind j e re not 
to throw our iud [ staffs entirely into the DI ler ° 
With the internal audit staffs of the Depa nent der Secretary 
Benson’s i} medi: eC SUpeé Vision. and the ron es fT i ire «al vel 
oped in cooperation he General A oe Office, and the 
review of the reports and the work p . we f { that sl] uuld go 
far to satisfy the Secretary of the things that he wants to know about 
the agencies he is taking over. 
Im oht sav also that Secretary B mn has 1 ised, I unde! tand, 
an order to all of the ag 1€S ] the Depa ent requil ‘ | (; 


eral Accountu oe Office re presentatives have full access to all records 


in the Department, except those specifically prohibited by law o1 
Executive order, and that that applies to GAO representatives even 
when the Department’s regulations limit their general availability. 
Lt would hot apply to file which are made yifident il by la ‘eS ch 
as crop statistics, for example. 

We do not want to know crop reports before they are made public, 
obviou lv. But we do feel that this orde vill oo far to « st: b] 


right off the most healthy relations wit 1 the new adm istration in 
the Department ot Acriculture. We have heen cooperating to the 


t =~ 
1 1 1 


limit of our facilities with what the Secretary is tryin 
respect. 

The Citarrman. As I understand it, the C and I reports up to date 
have been made available to the PMA Director ¢ 

Mr. WEITZEL. They have, A hat is a distinet improvemel 4 

The CHamman. There has been some proposed change ? 

Mr. Wi iITZEL. Yes, sir, there has been a chat ge, we underst una. 
Instead of reporting down the line they report how right to the Ad 
ministrator. So that we feel that that will in itself insure more 
prompt and perhaps more sympathetic understanding and treatment 
of the C and I reports. 

The CuatkM an. So there will be less likelihood of cases of negli- 
gence or malfeasance getting sidetracked ? 

Mr. Weirze.. There certainly should be. We realize that it all 
depends on the man to whom the report is made. We do feel that the 
higher in the organization the investigative and audit people report 


to do in this 


or 
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to, the more chance there is that they will be taken seriously and that 
something will be done about it, because the person who is in immedi- 
ute charge of the operation is not the one who has to decide whether 
the report is going to be acted on. It comes to the attention of the 
head. 

The Cuarrman. With the report being made to the Director him- 
self, there is a much greater probability of that report getting into 
the Secretary’s office ¢ 

Mr. Werrzen. I think there is, Mr. Chairman 

The Crarrman. It is only one step removed from the Secretary’s 
offic 

Senator Etienper. You do not guarantee this will stop thieving, 
do yout 

Mr. Werrze.. I do not think we can ever guarantee to stop it. I 
am much impressed and Mr. Warren is much impressed by Secretary 
Benson’s attitude and his desire to have a businesslike operation and 
a cleaneut and perfectly honest administration of the Department. 

The Cuarrman. Are there any further questions to ask Mr. Weitzel 

Senator Youna. I have none. 

The Crrarrman. If not, we will excuse you. 

I believe Mr. W. E. Higman, Chief of the Division of Classification, 
Entry and Value, is present. 

Mr. Higman ? 


STATEMENT OF W. E. HIGMAN, CHIEF, DIVISION OF CLASSIFICA- 
TION, ENTRY AND VALUE, BUREAU OF CUSTOMS, TREASURY 
DEPARTMENT 


The Cuarmman. You have heard the testimony, I believe, given so 
far, Mr. Higman. You are fully aware of the situation and of the 
practice which has been shown to exist. To put it briefly, we would 
like to hear, from you, the Bureau of Customs’ side of this story and 
what you recommend to discourage a continuance of a practice which 
is obviously undesirable and mor: ‘ally in violation of the intent of the 
law, if not technically so. 

Would you go ahead and tell us the few things that I would like to 
know? For example, how did Customs come to define “wheat, unfit 
for human consumption” as wheat containing more than 30 percent 
bad kernels? 

Tell us why, when you were advised that this wheat was apparently 
being imported for purposes other than that intended by law, there 
were no immediate steps taken to put a stop to this practice. 

Mr. Hieman. The term “wheat, unfit for human consumption,” as 
we all know, was first contained in paragraph 729 of the Tariff Act 
of 1930. As to the phrase “wheat, unfit for human consumption,” of 
course a construction was immediately necessary. The first construc- 
tion is a published one in 1931. I will read it, with your permission. 

Senator Ettenper. The act itself did not define it ? 

Mr. Hieman. The act did not define the phrase. 

Senator ELLenper. They left it to you? 

Mr. Hieman. It was necessary for the Commissioner of Customs to 
construe the phrase, which he did in 1931 in a published abstract 
which I had here thismorning. I will paraphrase it. He defined “unfit 
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for human consumption” as meaning commercially unfit for human 
consumption. That was in 1931. 

It was recognized from the beginning that this “wheat, unfit for 
human consumption,” admissible under paragraph 729, had various 
uses. It was used for feed purposes, it was used to a certain extent 
in blending with other wheat for use in the manufacture of flour. 

The full abstract, T. D. 44791 (11), reads as follows: 

(11) Wheat.—Certain wheat not physically unfit for human consumption but 
commercially unfit for human consumption, held dutiable at 10 percent ad valorem 
under paragraph 729 of the Tariff Act of 1930. Letter to the collector of customs, 
St. Albans, Vt., dated Anril 17,1931.  (3-3858.) 

Senator ELLENpEr. You mean with the domestic wheat ? 

Mr. Hieman. With domestic wheat, or it could be mixed with higher 
grades of imported wheat, for that matter. 

In 1935 the question was more or less reexamined and a criterion 
for determining whether the wheat should be classified as “wheat, 
unfit for human consumption” was worked out with the Department 
of Agriculture. The Treasury was furnished with a letter from the 
Secretary of Agriculture in which a recommendation—I think it could 
properly be described as a recommendation—was made that the wheat 
should be regarded as unfit for human consumption if it contained 
more than 380 percent damaged kernels by United States grain 
standards. 

So a regulation was formulated, as the regulation states, in order 
to bring about a uniform practice and to inform the public as to the 
conditions under which the wheat could be classified at the then 10 
percent rate. 

Senator Ex:xenper. Did that new regulation prevent the commin- 
gling with good wheat ? 

Mr. Hieman. No. So far as the regul: ation spe aks on the subject 
it recognizes the po enibility of com: ninglin 1m. 

Senator Extenper. So that it is permissible, under the regulation 
that you then issued, that commingling could take place with domestic 
wheat ? 

Mr. Hieman. There was certainly no prohibition against it. 

Senator Ei.enper. I wish you would cover each future regulation 
that you may refer to and state specifically whether or not commin- 
gling was prevented. 

Mr. Hieman. That regulation, I will give you a citation to it. Mr. 
Weitzel referred to it this morning. It is Treasury Decision 47577 of 
March 13, 1935. There were no further regulations on the subject 
and have been no further regulations on the subject to date. 

Senator E.itenprr. Under the regulations as you now have them, 
in effect, commingling of this so-c alled wheat “unfit for human con- 
sumption” can be commingled with domestic wheat ? 

Mr. Hieman. It can; yes, sir. 

Senator Youna. Was “these not a regulation at one time making it 
mandatory that wheat such as this when it was imported should be 
colored with beet juice or other coloring matter ? 

Mr. Hieman. No, Senator, there has been no such regulation. That 
suggestion has been made somewhat recently, that that might be one 
possibility of effecting a modification of the situation, but there has 
been no such requirement under the tariff act. 

Senator Youna. There has never been a requirement of that kind 
for feed wheat or any other grain ? 
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Mr. Hieman. No, sir; not that I know of. 

Senator ELtenper. Do you know of any statute or regulation that 
would prevent this commingling, the use of imported wheat of that 
character for any other purpose than to feed rabbits or chickens or 
horses or other animals? 

Mr. Hieman. We have been examining this situation intensively 
for well over a year in the hope that we could, without new legisla- 
tion, find some interpretation which would meet and reconcile the 
various points of view on this subject. We have not succeeded in doing 
so to any conclusive extent, I might say. 

There is an announcement, as you know, in the Federal Register of 
a contemplated change in procedure under which importers, when 
“wheat unfit for human consumption”—under paragraph 729—is im- 
ported and offered for entry, will declare at the time of entry the in- 
tended use of the wheat. 

As the public announcement says, if they declare at the time of 
importation that the wheat is to be used in the manufacture of flour 
or any other product for human consumption, it will be classified at 
21 cents a bushel. If they declare that it is going to be used for feed 
purposes, the existing procedure of taking a sample, submitting it to 
the Department of Agriculture laboratory, and classifying it as wheat 
unfit for human consumption, if the test shows 30 percent or more of 
damaged kernels, will be continued. 

If they are unable to furnish a declaration of intended use at the 
time of importation, the current thought would be that it would be 

lassified at 21 cents a bushel as wheat. 

Senator Younae. If this wheat is commingled afterward with Amer- 
ican Wheat, in effect they are, by doing that, violating the tariff regu- 
lations, are they not ¢ 

Mr. Hieman. It is my personal opinion, and it seems to me from 
the printed cases that is the official opinion, they are not violating 
either the law or the regulations. 

The CHatrmMan. You say that they have a right to mix this wheat 
imported for one ostensible purpose with good wheat when it gets here. 
You mean that they have that right so far as you are concerned ? 

Mr. Hiemwan. May I add this observation before answering your 
question: The law does not in terms specify any intended use of this 
wheat. The law says “wheat,” currently 21 cents a bushel. Then it 
says, “wheat, unfit for human consumption, 5 percent.” There is no 
provision in the law, or requirement in the law, with respect to the 
subsequent use or disposition of the wheat. 

The CuHatrman. What do you think was the purpose of the order 
restricting the importation of millable wheat to 800,000 bushels a 
year in putting no limit on the importation of wheat which is unfit 
for human consumption? What did the order mean by “unfit for 
human consumption” if such wheat can go right into the flour mills 
or the export ae when it gets here? What is your interpretation 
oi that order restricting the importation of millable wheat to 800,000 
bushels a vear at a duty of 21 cents? 

Mr. Hieman. I do not know. You see, that is not an order that is 
in the tariff act or in any tariff law. That is under the Agricultural 
Adjustment Act, I believe, a provision under that. 

Of course, it does involve a classification question, oat as you 
pointed out there is a quota on wheat, and the word “wheat” has been 
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given the Same interpretation in that order as it has 1 paragraph (29 
in the Tariff Act as applying to wheat which is classified at 21 cents 
a bushel but not applying to “wheat unfit for human consumption” 
classifiable at 5 percent ad valorem. 

The Cuarrman. If wheat containing 30 percent of damaged kernels 
is actually fit for human consumption, of what use is the order? I 
am wondering what “unfit for human consumption” means, unless it 
means unfit for human consumption. 

Senator Exv.enper. I presume that if the wheat that is imported 
into this country were manufactured into flour, it might not conform 
with the Pure Food Act here, but if you take this wheat and com 
mingle it with good domestic wheat you vet with han area where 
the bad wheat may be only 214 to 3 percent of the whole. so that it 
would pass the Pure Food and Drug Act regulations. Is that true? 

Mr. Hieman. I believe that would probably operate in this man- 
ner: Certainly there would be some shipm«e nts of wheat whi are § 
contaminated in some manner that they would not be admissible undex 
the Food, Drug, and Cosmetic Act. Of course, with respect to le 
shipments you have no question under paragraph 7 
unfit for human consumption,” because it would not be admiss ble 
into the United States. 

The phrase in 729, “wheat, unfit for human consumption,” to have 
any effect whatever must mean something above and beyond a cor 
taminated mass which could not be admitted under the Food and 
Drug Act. 

Senator Youne. If they are permitted afterward to con 
without any penalty whatever, then they are in effect. violati 
800,000-bushel limitation each year on m llinge wheat. are they not ¢ 

Mr. Hieman. I have heard it said it does defeat that provision 
Whether it can be properly cle ceribed as a violation | am not in & 
position to answer. 

The CHatrman. It certainly defeats that. 

Mr. Hieman. | have heard it so stated. 

The Cratrman. There is : 
somewhat. Under date of April 26, 1951, Mrs. Sarvela sent you a 
night letter to the effect that the importers were objecting to the tern 
“unfit for human consumption” on the grounds that it eut their busi 
ness, cut their prices. 

On April 27, 1951, the Customs Bureau wired back to her t 
was no objection to the elimination of the term “unfit for human con 
sumption” and simply labeling it “wheat.” What was to be gained by 


that from the standpoint of the Custon Bureau or the United Stat 


s 
”29 as to “wheat 


, 


. kane cet camel 
another matter which ha IZzZied me 


1 


hat there 


wheat grower or the United States Government ? I think we wil 
put these two letters— the ni bit E” in the 


‘ht letter, marked “Exhi 


Oo 
I 


GAO report, and the reply, narked “Exhibit F, the record at 
this point. 
Exuisir FE 
[Telegram ] 
Du! H, MInNN., April 26, 1951. 


COMMISSIONER OF CUSTOMS, 
Washington, D. C.: 

Boatloads of frost-damaged Canadian wheat are arriving this port, from whicl 
representative samples taken at time of unloading and determination made tl 
wheat contains more than 30 percent by weight of damaged or frosted kernel 
classifiable for tariff purposes as wheat unfit for human consumption under 
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paragraph 729. Large quantities this wheat being forwarded under transporta- 
tion entries for exportation at Texas ports. In view specific provisions section 
18.11 (i), Customs Regulations, this office has required that merchandise be 
described in transportation entries as wheat unfit for human consumption. Im- 
porters represent that terminology “unfit for human consumption” is misunder- 
stood by all who see it except those in Customs and grain business, and diffi- 
culties occurred on arrival last shipments in Texas by reason of such description 
on conductor's copy of car manifests. Importers desire to describe this wheat 
in future transportation entries by the term “wheat” only, and request permis- 
sion so to do. This office would approve of such request provided it is limited 
to wheat intended solely for export; that the transportation entry be prepared 
in complete tariff terms, but permit the individual car manifests to describe the 
commodity only as wheat. Advice by wire collect is requested. 
SARVELA, Collector. 
Nighi letter. Charge: Hallet & Carey Co., Board of Trade, Duluth, Minn. 





ExuHrBirt F 
ApRIL 30, 1951. 
Mr. W. VOSsIKA, 
Trafic Manager, Hallet & Carey Co., 
265 Grain Pachange, Minneapolis 15, Minn. 

Dear Sir: There is quoted below for your information and guidance copy of 
Bureau telegram of April 27 in answer to our inquiry as to the preparation of 
transportation and exportation entries covering wheat classified by this service 
as unfit for human consumption. 

“Retel 26 wheat classifiable as unfit for human consumption entered for 
transportation and exportation. Description must suffice to permit collector 
to estimate duties if necessary. No objection preparation individual car trans- 
portation and exportation manifests to show commodity as ‘‘wheat.” Relative 
statistics, Bureau Census advises schedule A detail not required for transpor- 
tation and exportation entries but schedule T permissible, citing Census circular 
letter 125 of February 6, 1951. Notify collect applicant.” 

In view of the foregoing, this office will accept entries prepared on the above 
basis. You will note that the above authority is limited to transportation and 
exportation entries only, and this office will require that immediate transporta- 
tion without appraisement entries and manifests be prepared as in the past. 

The above telegram has been charged to your local office. 

Very truly yours, 
Collector of Customs. 

Cc: Hallet & Carey Co., Board of Trade Building, Duluth 2, Minn. 


The Cuatrman. There Mrs. Sarvela takes the matter up with you, 
that— 


Importers represent that terminology “unfit for human consumption” is mis- 
understood by all who see it except those in customs and grain business * * * 


I do not know who else they are dealing with would see it— 


* and difficulties occurred on arrival last shipment in Texas by reason of 
such description on conductor’s copy of car manifests. 

In other words, it did not sell well if ‘it was labeled “unfit for 
human consumption.” 

Then on April 30 the collector wrote Mr. W. Vosika, in Minneap- 
olis, and quoted the telegram from the Customs Bureau which she 
received April 27, which reads: 

Re tel 26 wheat classifiable as unfit for human consumption entered for trans- 
portation and exportation. Description must suffice to permit collector to 
estimate duties if necessary. No objection preparation individual car trans- 
portation and exportation manifests to show commodity as “wheat.” 

If that was marked as just wheat, how could you be sure whether 
it was unfit for human consumption or wheat that was millable that 


rere we 
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was coming in at the 8-cent duty? Just why was it necessary to let 
these people, who, as it later developed, were blending that with good 
United States wheat, use that label ? 

Mr. Hieman. Mr. Stanton spoke to our office about that particular 
correspondence. In order to get as full facts as possible, I called the 
assistant collector at Duluth to get a little more background on the 
case, so I think I am able to supply something which we could not 
have done from our file. 

There are two classes of what we call transportation entries. For 
instance, it has been spoken of frequently that the merchandise comes 
in at Duluth-Superior and then goes down to Houston, Tex., to New 
Orleans, or to Minneapolis. It goes down to those ports by bonded 
common carriers who are bonded pursuant to section 551 of the Tariff 
Act, who transport merchandise in bond from one port to another. 

There are two classes of those inbond transportation entries, one 
where the merchandise arrives at the port, suc h as Duluth-Superior, 
for transportation to an interior port or to another seaboard port for 
entry there for consumption; also there is a class of entry known as a 
transportation and exportation entry, under which the merchandise 
has no domestic destination, actually, but has a foreign destination 
from the time it arrives at the border port or the seaboard port until 
it goes out of the country. 

‘his inquiry relates to the transportation and exportation entries 

In other words, these shipments of wheat that they are talking about 
there were destined for exportation from the United States simply for 
passage through the United States in bond. When there is a bonded 
transportation and exportation entry—and it has nothing to do with 
the collection of duties, really nothing to do with the classification 
of merchandise—it is simply a means, a mechanism for transporting 
merchandise through the United States in bond under assured condi- 
tions that it will not get into the commerce of the country in violation 
of the law. 

So there is a set of transportation entries prepared on customs 
form 7512, which afford a record for the collector at the port of 
arrival, afford a record for the comptroller of merchandise of the 
district in charge of that port, afford a record for the bonded carrier 
who is transporting the merchandise through the country, afford 
record for the collector at the port of exit who must be waiting for 
the shipment and see that it gets out of the country, and afford a 
record for the comptroller of his port. 

The authority there to omit the words “unfit for human consump- 
tion” on one of those documents did not relate to any document which 
was used for a customs classification or valuation purpose. It simply 
related to the manifest which accompanied the shipment and which 
was in the hands of the employees of the bonded transportation com- 
pany, not a customs classification or valuation document. 

Apparently—and this has since been confirmed by conversations 
with the assistant collector at Duluth—the problem there was that 
the description on the carrier’s manifest, which was not a document 
in a collector’s office or in a comptroller’s office, where it would not be 
accessible to the public, was being circulated in some manne r, which 
indicated to some group or some part of the public that there were 
people who were dealing with wheat unfit for human consumption 
apparently in the first sense we spoke of—contaminated mass or some 
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inedible commodity, or something of that sort. So they simply 
requested that that wording be ke spl off the doe oe whie h could be 
given—and I do not know the extent to which it was—some type of 
publie circulation. 

The Cuatrman. Did you not wonder at this statement in this tele- 
cram from Mrs. Sarvela which says: 


Importers represent that terminology “unfit for human consumption” is mis 


} l 


understood by all who see it except those in customs and grain business, 
Who else would be interested in that label except those in the customs 
and grain business? Have you any idea? 

Mr. Hieman. In answer to the first part of your question I believe 


that is true that the phrase “unfit wheat for human consumption” is 
really misunderstood, except by those people who have been brought 
up in the business since the provision first appeared in the law in 


1930, because the normal reaction to the phrase would be that “unfit 
for human consumption” means a commodity which would be in- 
jurious to the health of a human being should he eat some of it. 

This wheat that is cl: auifhe das “wheat, unfit for human consump- 
tion” in the main is probab ly no more injurious to a human being, if 
he should eat it, than it is to the animals who eat it for feed. 

— CHarrMan. Who would they be dealing with except people in 
the grain business who understand the term ? 

Mr. ‘Fhe: From what I gather from the subsequent telephone 
conversation with Duluth, apparently one class of people who would 
not be experienced customs people or in the grain business would be 
the rathrcat employees who have these manifests, copies of these 
manifests in their possession. 

The Cuairman. What would they care about it ? 

Mr. Hieman. Apparently as a result of that—and I know nothing 
further than what I am saying—as a result of their having those 
copies some rumors got about that there were certain people who were 
dealing in contaminated wheat. 

The Cuatrman. Dealing in wheat unfit for human consumption, 
were they not, according to your definition? Why should they not 
sell it as wheat unfit for human consumption if you classified it as 
wheat unfit for human consumption ? 

Senator Tuyr. And, Mr. Chairman, it came in under an import 
with a lesser amount of duty. 

The CHarrMan. It came in for 8 cents instead of 21 cents. 

Mr. Hieman. Actually it came in without a contemplation of any 
import duty. It came in only for transportation through the United 
States. At least th: it was the form of trans portation entry used. 

The Crarrman. You mean it would come into Duluth or Buffalo, 
destined for foreign shipment ¢ 

Mr. Hieman. That is right. Under that form of entry that would 
necessarily be the case. 

Senator Tuyr. Mr. Chairman, are we to understand that grain 
which comes into a port and designated to be transported across the 
country to another port would be designated as a wheat unfit for 
human consumption? You would have to first initiate an inspection 
of that cargo or that shipment of wheat, which would involve the 
‘nspector’s determining whether it was fit or unfit for human con- 
sumption. I do not believe that is the customary thing to put grain 
through that type of an inspection under the circumstances. 
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Mr. Hieman. You are right, sit 

Senator Tiryr. Therefore, the terminology, “unfit for human con- 
sumption” should never enter into that document. 

Mr. Hiegman. I think what you say regarding inspection and clas 
sification with respect to this co mmodity is true with respect to any 
commodity that passes through the cor ntry under a transportation 
and exportation entry. 

Senator Tnyr. It is true with respect to any commodity that passes 
across the country, because it costs you money to go in there and make 
an inspection and determine whether you have 30 percent of that 
commodity injured to an extent that it is unfit for human consumption. 

The Cnarrman. This telegram then is applicable only to wheat be 
ing transported for exportation 4 

Senator Tuyr. His testimony is to the effect that the terminology 
“unfit for human consumption” was on the document of this shipment 
of grain passing across the continent. 

The CHatrman. Did not you eee them to take that description 
off even though they paid duty at the border ? 

Mr. Hieman. As I understand the situation, Mr. Chairman, on 
every copy of that document which was used for any customs pur- 
pose, the merchandise was described in terms of paragraph 729 
“wheat, unfit for human consumption.” It was only on the carrier’s 
copies, those copies which were in the hands of the transportation 
people while they were carrying the merchandise across the country 
for unanticipated lengths of time, that there was any question of 
describing the merchandise simply as “wheat.” 

But so far as any possible customs ascertainment of the classifica 
tion, or any amount of duty which might develop was concerned. it 
was described as “wheat, unfit for human consumption.” 

The Cuarrman. When did you tell the D wexkanedi of Agriculture 
about this? 1s Mrs. Sarvela now collector for the Minnesota district? 

Mr. Hieman. I do not know. 

Senator Tuyr. Yes; she is. 

The Cuarrman. She was concerned about the situation as far back 
as October a4 when she began to communicate with the Bureau 
of Customs in Washington for instructions. In October 1950 she 
wired vou th: the »y were beginning this pi actice and wanted to know 
what to do about it. That was 2 years ago last fall. 

You gave her instructions from time to time to let it come in after 
she said it was to be used for milling purposes, and then you gave 
the right to change the description from “wheat, unfit for human 
consumption” to just “wheat.” 

Did you advise the Department of Agriculture of this great increase 
in the importation of Canadian wheat? 

Mr. Hicman. We had consultations with the Department of <Agri- 
culture about that time. 

The Cuatrman. About that time? 

Mr. Hieman. Yes, sir; about that time. I cannot recall whether 
we brought this correspondence which we received from the collector 
at Duluth to their attention, or whether about that time they, knowing 
of the importations of this frost-damaged wheat, got in touch with us. 
But there were consultations in connection with whether the prob- 
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lem was such that perhaps a new basis of classification should be 
sought. 

The Cuarrman. In Secretary Brannan’s letter to me under date of 
January 12, 1953, 2 weeks ago, he says: 

In February 1952, the Department of Agriculture received information from 
the Federal Bureau of Investigation which indicated that subsidies were possibly 
being illegally claimed from International Wheat Agreement funds 
and so forth. You say you discussed the matter of this importation 
of unfit wheat with the Department of Agriculiture almost as soon 
as the matter came up? 

Mr. Hieman. I believe that is true, sir; yes. We discussed, of 
course, the classification, not the subsidy. The subsidy is something 
with which we have no direct contact. 

Senator ELtenper. Was that discussed ? 

Mr. Hieman. I think the discussions—from the Agriculture stand- 
point with us—were more as to the effect of these increased volumes 
of importations on the quota that has been referred to. 

Is it 800,000 bushels? Whatever it is. 

Senator ELLenpeER. 800,000. 

Mr. Hieman. I have no recollection of any subsidy question aris- 
ing until much later. As a matter of fact, there is any amount of 
information on the subsidy questions contained in our customs agents’ 
reports, which we promptly turned over to the Agriculture people and 
also to the GAO. 

Senator ELLenprer. What position did the Department of Agricul- 
ture take? Were they trying to stop you from permitting more to 
come in? Just why did they take the matter up with you? Were 
they concerned about it? 

Mr. Hieman. Then, as later, they were very much concerned about 
whether—I suppose it was an increased volume of these importa- 
tions—admitted outside of the quota, was affecting the quota program. 

Senator Youna. Not only the quota program but the price-support 
program for oats which were directly affected, and the price-support 
program for the wheat, because the cash prices had dropped below 

upport levels. They ought to be concerned about it. 

Mr. Hieman. In any event that concern subsided to the point 
where it wasn’t a matter for urgent consideration by us in connec- 
tion with the classification of the merchandise. We knew of no basis, 
and as a matter of fact within the subsequent year and a half we 
have had very, very great difficulty in developing any basis for a 
change in classification. 

We are not even sure that now we have found one, but we think we 
have found a possible approach which would hold up under the law 
and as you know it has been made the subject of a public announce- 
ment. 

As soon as the 30-day period of notice has expired, to get the repre- 
sentations of the various groupe, we will make a decision. 

Senator Youne. If the Canadians can keep on exporting wheat to 
the United States the way they have in the last 2 years there is no 
object whatever in having an 800,000 bushel quota per year. Do you 
have any recommendations as to how we could keep compliance with 
that provision? 

Mr. Hieman. The only recommendation that we have, if it can be 
called a recommendation, is one for a possible basis of change of 
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classification under paragraph 729 of the Tariff Act. We are think- 
ing, and the Department of Agriculture has indicated to us that they 
would like to see such action taken if it can be done under the law, 
of having what in effect would be an affidavit in connection with each 
importation of wheat, as to whether it is going to be used in the manu 
facture of flour for human consumption, we will say, or feed purposes. 

If it is going to be used for feed, if they declare it is to be used for 
feed, it will continue to receive the same treatment as now. If they 
should declare it is going to be used in making flour, the thought is 
that it would be classified at 21 cents a bushel. 

Senator Ex.renper. Then it would come within the quota of the 
800,000 bushels ? 

Mr. Hieman. Then it would come within the quota. 

The CHarrmMan. Let me read from page 3 of the General Account- 
ing Office report : 


In a letter dated January 23, 1951 (Exhibit C), the Collector of Customs at 
Duluth apprised the Bureau of the developments at that port, and suggested 
a reexamination of conditions in the light of changes in the wheat market since 
the publication of Treasury Decision 47577. The Bureau’s reply dated January 


31, 1951 (exhibit D), indicated that no change in its previous ruling was then 
being considered. This action by the Bureau was taken after discussions with 
officials of the Department of Agriculture, who stated that they had received 
assurances from the Canadian Wheat Board that very little wheat fit for mill- 
ing would be permitted to enter the United States. 

What I am wondering about is those words “in the light of changes 
in the wheat market.” How would changes in the wheat market 
affect a definition of wheat unfit for human consuniption, or the 
classification of wheat? What was meant by that, I wonder ? 

Mr. Higman. I would say that under any conditions which we have 
known about up to the present time the changes in the market con- 
ditions have not resulted in any basis for a change of cl 
because, while there might have been some difference in the quantities 
of imported wheat which were being blended with other grades of 
wheat and used in the manufacture of flour or other products for 
human consumption, there was really no change in the practice. 

It had been the practice when T. D. 47577 had been issued. It had 
been the practice previously. Any number of people with whom we 
have discussed this problem, both from other Departments and from 
the outside, who have made representations on the subject, have 
informed us that it has always been the practice to take damaged 
wheat, both domestic damaged wheat and damaged imported wheat, 
and blend it in in requisite proportions with a higher grade of wheat 
and use that wheat in making flour for human consumption. 

Senator Youna. I do not quite agree with you that it was the general 
practice in years past, particularly on imported wheat, because there 
had not been large importations of wheat unfit for human consump 
tion from Canada until the last year or two. It could not have been 
a general practice before. 

Mr. Hieman. I do not know what the figures are. Certainly the im- 
pression that I have gained in discussing this matter with other gov- 
ernmental agencies, and with the members of the public who have dis- 
cussed it with us and appeared before us, is that it is not a new practice, 
that it is an ancient practice, in fact. 

In fact, we have had some representations from organizations rep 
resenting the domestic growers who say that the increased use cf 


iassihication 
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Canadian damaged wheat for this purpose has interfered with the 
normal disposition of American damaged wheat for the same purpose. 

Senator Youne. Mr. Chairman, I think at this point we ought to 
insert in the record a tabulation on the imports of wheat. 

The Cuatrrman. That is already in the record. 

Senator Youna. I note from this report the only year that imports 
exceeded 3,260,000 bushels was in 1944 and 1945 when we imported 
15 million bushels. That was quite a different story then. That was 
when we were short of wheat here for export requirements. So it 
could not have been much of a general practice before. 

The Cuarrman. It is obvious that if anybody has excellent quality 
wheat and they are permitted to buy low-grade wheat for half price 
from either Canada or from the United States and mix with that, they 
are going to make money. I cannot see how that will be of value 
either to the owner of the high-grade wheat or the low-grade wheat, 
however. 

I think that may be one practice which is contributing to the low 
ering price of wheat today. You say it is generally understood that 
it is a common practice to do that. 

Mr. Hieman. That is certainly the impression that I have gained 
from all these studies of the situation we have made, that it is a normal 
practice. 

Senator Erienper. If that be true, there would be no way of having 
these people punished who did this, except in cases where those who 
handle this wheat for a sale abroad under the wheat agreement ob 
tained from our Government; is that right ? 

Mr. Hieman. That would not be a problem under our law, sir. 

Senator ELtenper. I understand, not under yours. 

Mr. Hiaman. Under the customs laws, I should say. 

Senator Evienper. I realize that. 

The Cuarrmman. Are there any further questions ? 

Senator Younc. I have no more. 

Senator Etienper. No, sir. 

The Cuatrman. Thank you, Mr. Higman. 

Mr. Garthoff ? 


STATEMENTS OF A. A. GARTHOFF, INTERNATIONAL WHEAT 
AGREEMENT STAFF; WINGATE E. UNDERHILL, ASSISTANT TO 
THE ASSISTANT ADMINISTRATOR FOR COMMODITY OPERATIONS; 
STEPHEN S. SARRAPEDE, ASSISTANT CHIEF, OFFICE OF COM- 
PLIANCE AND INVESTIGATION; AND NORMAN §S. SMITH, ASSIST- 
\NT CHIEF, GENERAL INVESTIGATIONS DIVISION, OFFICE OF 
COMPLIANCE AND INVESTIGATION, PRODUCTION AND MARKET- 
ING ADMINISTRATION, UNITED STATES DEPARTMENT OF 
AGRICULTURE 


The Cuarrman. We have now representatives of the Department 
of Agriculture here today. Who is speaking for the Department ? 
Mr. Garthoff, Mr. Underhill, Mr. Johnson, Mr. Cooper, Mr. Sarra- 
pede, Mr. Smith, and Mr. O'Leary are all supposed to be here. Who 
is the spokesman ? 

Mr. Garrnorr. I am, sir. 
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The Cuamman. You are from the staff of the International Whe 
Agreement, PMA ? 

Mr. Garrnuorr. Yes, sir. 

The CHarrmMan. You must have heard the testimony which has been 


given here today. We would like to have your version of this story. 
Perhaps you can tell us how t happens that damaged Cai wilan i 
found its way into the International Wheat Agreement shipments, 
and possibly ‘other Goverm ent exportatio You may be abl 

tell use more of the facts in Depar tment’s investigatio1 F the 
Transit Grain Co. case. I a it und this ea is been referred to 


the Department of Justice. 

Mr. Garruorr. That is correct, sir. 

The CHarrman. We would not want you to tell us anything that 
would interfere with the carrying out of the duties of the D 
ment of Justice. We would lke to know your story as to how } 
damaged wheat happened to get into the Internat onal Wheat Acree- 
ment shipments, and any other export shipments with which the CCC 
was concerned. 

Mr. Garruorr. Mr. Chairman, may I read a letter which is ad 
dressed to your committee counsel, which is ready to be delivered now ? 

The Cuatrman. Yes. . 

Mr. Garrnorr. At an earlier date a letter was sent to you 
nection with the exportation of Canadian wheat under the IWA, 
further information was requested by your committee on January 
16, and there is now ready for delivery to you this letter. 

The CHarrMan. W * don’t you read it to us now? 

Mr. Garrnorr (reading) : 


r. HARKER T. STANTON, 


Counsel, Committee on Agriculture and I est 
i te f ite 

DEAR Mr. STANTON: This is in reply to your letter of Januar 6. 19 n 
which you requested more detailed information in connection with the ! ta 
tion into the United States of Canadian wheat classified as “unfit for 
consumption” and its diversion into export under the international whe 
agreement. 

On March 21, 1952, the Acting Vice President of Commodity Credit Corpora 
tion dispatched a letter addressed to all exporters of wheat and wheat flour 
under the international wheat agreement pointing out that considerable Cana- 
dian wheat classified as “unfit for human consumption” was being imported into 


the United States. They 
the exporters— 


were advised that if any of the Canadian wheat were mixed with wheat grown 
in the United States and the mixture exported either as grain or in the form of 


flour, such mixture would not be eligible for export payment and if pa) 
had been made, the exporter should notify CCC and refund the amount of expor 
payment involved. 

Subsequently, Flour Mills of America, Ine., Kansas City, Mo., on June 14, 





2, voluntarily refunded to CCC the amount of $112,480.21. On Nove er 25 
1952, and December 22, 1952, Commander-Larabee Milling Co., Minneapolis, M 
voluntarily refunded to CCC the sums of $82,478.11 and $7,507.42 

May I say parenthetically that this second payment of $7,500 was 
in addition to the amount mentioned by Mr. Weitzel this morning. 
The information on this payment had not reached him, doubtless. 

The CuarrMan. These are voluntary payments? 

Mr. GArrHorr. Yes, sir. 

The CHAIRMAN. Based on their own estimates of what thev owed. 
what they should repay? , 
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Mr. Garruorr. Yes, sir; at that point. 


The exporters were informed that their checks were being deposited with the 
understanding that CCC did not accept the checks in full and final settlement 
of any claims which CCC or the United States may have for any additional 
amounts which may be found due. In connection with Commander-Larabee 
Co., an investigation has been scheduled by our Office of Compliance and Inves- 
tigation. With respect to Four Mills of America, an investigation was ordered 


on June 30, 1952, and was completed on December 12, 1952. 

The investigation of Flour Mills of America disclosed that frost-damaged 
Canadian wheat was purchased by the subject from Bunge Corp. through Hallett 
& Carey Co., Minneapolis, and from the McCabe Grain Co., Ltd., Winnipeg, 
Canada. <A total of 1,239,436 bushels of the Canadian wheat was delivered to 
various milling units of Flour Mills of America. 

Duri the period when wheat mixes contained proportions of this Canadian 


wheat, 462,388.90 hundredweight of flour were milled for export under the LWA 
Two methods were presented in the investigation report for the purpose of de 
termining the quantity of Canadian wheat utilized in milling this flour. One 
method is based on the proportion of frost-damaged (Canadian) wheat 


It will be seen later that they claim they did not know it was Canadian 
wheat. 


prescribed by company Officials to be used in milling operations. Under this 
method 254,141 bushels of Canadian wheat would have been used in milling the 
IW A flour. However, on this basis the utilization was inconsistent with monthly 
inventory disappearance, and accordingly a second method, based on actual in 
ventory disappearance, was employed. Under this method there is indicated 
the use of 257,035 bushels of Canadian wheat 


I should say frost-damaged wheat 


in the milling of flour exported under the IWA. 

Qn January 9, 1958, Mr. Henry H. Cate, president, Flour Mills of America, 
Inc., met in Washington with representatives of this Department. Mr. Cate 
emphatically reiterated his unawareness until the fall of 1951 that the wheat 
purchased from Bunge Corp. was of Canadian origin, and that immediately) 
upon becoming aware of its origin, he issued instructions to discontinue its use 
for exportation under the IWA. Mr. Cate was granted 10 days in which to pre- 
pare and submit in writing to the Department, a statement of his position 
on the matter. In consideration of the statements made by Mr. Cate in the meet- 
ing of January 9, 1953, together with the information furnished in his letter 
of January 17, 1953, and the report of the investigator of his interview with 
Mr. Reed, former executive vice president of Flour Mills of America, it was 
administratively determined that, pending review of the matter by the Depart- 
ment of Justice, no action should be taken at this time to suspend the exporter 
from further participation in the IWA program. However, we are withhold- 
ing from payment, some $40,000 owing the exporter under the program and pay- 
ment of vouchers received in the future will be suspended pending review of 
the problem by the Department of Justice. This case is being referred to the 
Solicitor, USDA, for submission to the Department of Justice for consideration 
of the possibility of violation of Federal criminal and civil statutes relating 
to fraud against the United States, and for determination by that Department, 
of the amount recoverable from the Flour Mills of America. 

Surveys have been conducted of the importation of damaged Canadian wheat 
into the United States through the ports of entry of Buffalo, Chicago, Duluth- 
Superior, Milwaukee, Minneapolis, and San Francisco. These surveys were 
undertaken in order to obtain preliminary information with the objective of ascer- 
taining the identity of the importers of damaged Canadian wheat and to trace, 
if possible, the wheat to its eventual disposition. The names of the grain com- 
panies which were selected for further investigation as a result of this pre- 
liminary information are listed in an attachment to this letter. The surveys 
disclose the following information with respect to the importation of damaged 
Canadian wheat into the United States: 
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Buffalo J } nM 
Chicago 4 


Duluth-Superior 


luth- 
Milwaukee 
Minneapolis det \ 


San Franc 
1 Approximate 


An attachment to this letter lists cases that are now actively being investigated 
and those that are planned for investigation in the near future. As these investi 
gations are completed, information will undoubtedly be developed which wil 
require still further investigations, 

We recommend that the attachment to this letter, which lists the investiga 
tions under way or planned, not be made public. Premature release of certain 
information may impede the conduct of an investigation which has not be 
initiated or completed or may hamper successful prosecution after the investiga 
tion has been completed. Furthermore, the fact that an investigation is being 
conducted does not necessarily mean that the company being investigated has 
been involved in any improper transactions. It is quite probable that a number 
of those to be investigated have used the imported wheat solely as animal feed 

You requested copies of letters of transmittal covering cases we had referred 
to the Department of Justice. Enclosed are copies of letters, dated November 
20, 1952, and November 28, 1952, from Edward M. Shulman, Deputy Solicitor 
United States Department of Agriculture, to the Department of Justice with 
reference to the grain operations of the Transit Grain Co., of Fort Worth, Tex 
the Houston Public Grain Elevator, Houston, Tex.; and the New Orleans Grain 
Elevator, New Orleans, La. 

Sincerely yours, 
PRESTON RICHARDS, 
{cting Deputy (dministrator. 

The Cuatrman. The Chair thinks it is a perfectly proper request 
that the names of those presently being investigated be not made part 
of the published record. I think the committee members agree on 
that. Certainly we do not want to do any 10} tice to any innocent 
parties. We do appreciate your bringing a copy of this letter wit 
you and presume that you are willing to answer some questions. Is 
there another representative of the Department of Agriculture here ¢ 

Mr. Garrnorr. There are others here. 

The CuarrMan. I would like to ask the Department of Agriculture 
what their interpretation of that order might be which restricts the 
importation of millable wheat to 800,000 bushels a year but does not 
restrict the importation of wheat unfit for human consumption, and 
what their interpretation of what “unfit for human consumption” 
means. I hardly think that you are the one to answer that question. 

Mr. Garruorr. I think you are correct, Mr. Chairman. Thank you. 

Senator Anperson. Under the international wheat agreement is 
there any difference In price for vood wheat and this commingled 
wheat, mixed with wheat unfit for human consumption? Do you pay 
the same price ¢ 

Mr. Garruorr. We would have paid the same subsidy, Senator. 
The wheat that was exported under the IWA met the grade specifica- 
tions. The addition of damaged wheat was relatively small percent 
agewise, so that the grade exported was milling wheat. Could I make 
just a brief statement, Mr. Chairman ? 

The CuatrMan. Yes. 

Mr. Garruorr. I have no prepared statement, but I think I can 
clarify what I may be asked later. 
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‘J e ¢ ommodity Cre lit Corporat ion h s two functions in connection 


With the aie of wheat. One is the sale of wheat which is 
owned by the Commodity Credit Corporation as a result of price- 


support operations. The CCC also conducts the export-payment pro- 
gram pursuant to the international wheat agreement. They are sep- 
arate Tunctions. I am connected with the latter, and the re are many 
things in connection with the former that I am not competent to 
testify upon, but | will rat the best I ca lon any of the m,. of course. 

I think it might be helpful if you would permit me to make a very 


1 
; 


brief summary of the extent of the disclosures that have thus far come 
to our mae ron 

The CHatrMan. Go ahead. 

Mr. ¢ 5 snTHOFF. The first has to do with the Transit Grain Co., with 
respect to which you have been written earlier. The Commodity 
Credit C orporation held warehouse receipts for domestie wheat which 
had been p laced in storage in the Houston public grain elevator and 

New Orleans public grain elevator, and in those same elevators 
there was Canadian wheat in bond belonging to the Transit Grain 
Corp. I should go back, if I may, and explain something of the 
manner in which transactions are reported to the CCC under the IWA. 

For the most part, exportation is effected through private trade, 
and their transactions are reported to our office, and it 1s determined 
by us whether or not the transactions are eligible under the TWA. 
CCC, during the per iod being discussed here, also, as did private grain 
companies and millers, exported wheat under the IWA; CCC exports 
were primarily to Marshall plan countr 1es. Those ales were reported 
to us in much the same manner that a sale by a private exporter would 
have been reported. The Transit Grain case involves both. It in 
volves exports itions by the ¢ Yommodity Credit Corporation, sales of 
its stoc os of wheat, and it involves slightly some commercial exports. 

The elevators in which CCC wheat was stored were ordered to load 
out the wheat for shipment under the IWA, the sale having been 
reported to us and accepted as an IWA sale. The elevator filled 
those orders partly with Canadian wheat. 

Senator E.tenper. Under whose instructions? Who was respon- 
this for it? 

Mr. Garrnorr. Could the answer to that be deferred, sir? 

Senator Exitenper. All right. I do not want to anticipate you, 
but I believe that to be basic to our thinking. 

Mr. Garrnorr. Yes, sir; but it is an operation about which I have 
no personal knowledge. 

Senator Anperson. Would there be any objection to getting it at 
this point? It keeps cropping up. I think Senator Ellender is quite 
right. Why don’t we find out who did it? The rest of it is im- 
material. 

Senator ELLenperR. It is immaterial. The rest of it is of no use. 

Senator Anperson. Somebody must be able to answer that. 

Mr. Garruorr. May I ask Mr. Underhill about that? 

Mr. Unvernini., Let Mr. Sarrapede answer it. 

The CuarrmMan. Will you give your name. 

Mr. Sarrarepe. I am Stephen 8S. Sarrapede, Assistant Chief, Office 
of Compliance and Investigation. 

To answer that question: Wheat was mixed out at the instructions 
of Transit Grain Co. 


~ < 
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Senator ELLenper. At whose instructions? 

Mr. Sarrapepe. Canadian wheat was mixed out at the instructions 
of Transit Grain Co. 

Senator ELLEeNpreR. To whom ? 

Mr. Sarrapepve. Transit Grain Co. told the elevator. 

Senator ELLENDER. What connection did CCC have with that / 

Mr. Sarrarepve. No connection whatever. 

Senator ELLeNper. When the (}ommodity Credit Corporation gave 
instructions to ship on the basis of this International Wheat Avree- 
ment, what form did they use? Was there any indication that they 
were shipping anything other than domestic wheat ? 

Mr. Sarrapepe. No, sir. Commodity Credit did not know that 
Canadian wheat was being’ shipped out in these shipments it was 
making to foreign countries. 

Senator ELtenper. I am glad to hear that. 

Senator Youne. Did the Commodity Credit Corporation concern 
itself with disposition of this Canadian wheat coming in here? 

Mr. Sarrarepe. I want to modify the answer to the other question 
if I may. May 1? 

Senator Exnenper. Go ahead. 

Mr. SARRAPEDE. There was some information which we cathered 
through our investigation that some officials Ay have known that 
Canadian wheat was being mixed out at the port 

The Cuairman. What was the approximate date of this shipment 

Mr. MPARRAPEDE, These shipments ran over a period of time. hey 
were In 1951, beginning around the first of the vear, and running 
into September of 1951 

Senator ELuenper. Who discovered that some of this wheat was 
being shipped ? 

Mr. Sarrarepe. There were people in the Dallas PMA Commodity 
Office. 

Senator ELLENprer. Who was it, do you 

Mr. SaArrRArEDE. Of course, the information was not as direct as 
all that. There was some intimation that some Canadian wheat 
might be shipped out of the ports. 

Senator Anperson. Have you not had reports saying that some 


/ 


body in the Dallas office did know 

Didn’t that somebody in the Dallas office tell Wash ngeton ¢ 

Mr. Sarrarepe. Yes, sir. 

Senator Anperson. Who was the person in the Dallas office who 
told Washington ? 

Mr. Sarrapepe. I believe it was—— 

Senator ANperson. Harry J. Solomon, was it not ? 

Mr. Sarrarepve. Yes, sir: Mr. Solomon. 

Senator Anprerson. The man they discharged ? 

Mr. SARRAPEDE. Yes, sir. 

Senator Anperson. He told them this Canadian transaction was 
being mixed with the rest of it. did he not ? 

Mr. Sarrareve. I do not know that it was as pointed as 
that certainly was the subject of the discussion, that Canadian wheat 
was being mixed out. 

Senator ANperRsoN. What did Washineton do? 
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Mr. Sarrarepe. Washington, as I understand it, was told that Cus- 
toms was going to look into the matter. They did nothing further 
about it at that particular time. 

Senator ELLenper. But as far as Commodity Credit Corporation 
knew, when it gave its order for the shipment of wheat that it owned 
in these warehouses, they gave instructions to ship their own wheat ¢ 

Mr. Sarrapepe. Yes, sir. 

The Cuairman. Why would Customs look into the mixing of Cana- 
dian wheat into a shipment under the International Wheat Agree- 
ment ¢ 

Mr. Sarrarepe. I do not believe I can answer that question. 

The Cuarman,. Can you answer that, Mr. Garthoff? Did they 
tell you to look into it, too ? 

Mr. Gartuorr. At that time, in the International Wheat Agree- 
ment office we had no information that any Canadian wheat had been 
used in export shipments. 

The Cuairman. In other words, they did not bother to tell you? 

Mr. Gartuorr. I do not know how definite it was. 

The Cuatrrman. You could have stopped it more quickly than 
Customs ¢ 

Mr. Gartnorr. I do not know. 

Senator Young. Is there anyone here from PMA who concerned 
himself at all with the mixing of Canadian feed wheat with American 
wheat at any place in the United States? It seems to me it would 
be contrary to the provisions of the import laws. 

Mr. Garruorr. We concerned ourselves. In the IWA office we 
were very much concerned when we found out about it. 

The CHarrMan. You go ahead and tell us the rest of your story. 

Mr. Gartuorr. Yes, if I m: iy. I will be very brief. 

Senator ANnDeRson. You said you concerned yourself with it? 

Mr. Garruorr. Yes, sir. 

Senator ANperson. Did you get yourself agitated to the point where 
you did something about it ? 

Mr. Gartuorr. We have done a great deal about it. 

Senator Anperson. In your organization ? 

Mr. Gartuorr. Yes, sir. 

Senator ANperson. Will you tell us how and when you became 
interested in doing something about it? 

Mr. Gartuorr. Do you want me to tell that now or continue with 
my story ¢ 

The CuarMan. Go on with your story. 

Mr. Gartuorr. The first thing I want to do is to show the extent 
of the disclosures. In connection with the Transit grain case, there 
were loaded out for CCC, upon CCC’s instructions to load out its 
wheat, 225,218 bushels non-[WA. There were loaded out 288,543 
bushels under the IWA. This was in total export shipments made 
by CCC on 35 vessels of 10,600,000 bushels. There was a total of 
513,761 bushels of Canadian wheat altogether. 

Senator Exienper. All of which was supposed to be domestic wheat ? 

Mr. Garruorr. Yes, sir. 

Senator Anperson. Could you give us some idea of what they had 
paid for that 513,000 bushels compared with what the normal price 
for wheat was? 
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Mr. Gartuorr. I think Mr. Weitzel made the statement this morn- 
ing it was $1.60 a bushel. However, I believe he would say that that 
was not the value of the wheat at the culf. 

Senator ANperson. What I am trying to get at is what would have 
been the value at the culf of domestic wheat ? 

Senator ELLenDer. You missed the point. I think you are mixing 
damaged wheat with good wheat. 

Mr. Garruorr. I misunderstood the quest ion. 

Senator ANpDERSON. | was trying to find out two things, Senator E] 
lender. I am willing to skip the question. Iw as tryu if to find out if 
they bought cheap wheat, which was unfit for human consumption, and 
sold it at regular prices along with the other, and then got a subsidy 
for doing it. 

Senator Eiienper. If who got the subsidy ? 

Senator ANpEerRsON. This firm. 

Mr. Gartnorr. The Transit Grain Co. had no export transactions 
with Commodity Credit Corporation and reported no IW A sales to the 
IWA staff. The Transit Grain Co. had frost-damaged Canadian 
wheat in the same elevators in which CCC had wheat. The CCC 
orders were issued to the elevators to load out such and such a quan 
tity of wheat of such and such a grade on such and such a vessel. The 
elevator loaded out that grade, but it included a small portion of Tran- 
sit Grain Co.’s Canadian frost-damaged wheat. 

The CHatrman. How did that get in if you did not order out any 
Transit Co. grain? If you ordered out CCC grain they certainly 
would not want to make a present of the Canadian wheat. They must 
have expected to get paid for it. Will you explain that? 

Mr. GArRTHOFF. The elevator was ob lies ited to load out the ora le of 
wheat that had been placed in there by Commodity Credit Corpora- 
tion, and it did load that out. But it doing so it blended a small 
percentage of Canadian wheat. On shipments totaling 10 million 
bushels, it blended in 513.761 bushels. 

The CuHairman. That was the New Orleans public elevator ? 

Mr. GarrHorr. Part at New Orleans, part at Houston; I am speak 
ing of the two. 

The Cuatrman. And the public elevators loaded out some of the low- 
grade Canadian wheat with CCC wheat. How did they do that ? 

Senator ANDERSON. Was it because there was a 5 percent tolerance ? 

The CHarrman. What was going to pay for it? 

Mr. Garrtuorr. I daresay the elevator was responsible for deliver- 
ing to the CCC the quantity of wheat that had been placed in there, 
which it did. As to the elevator’s responsibility to the Transit Grain 
Co., I would not want to say. 

The CHarrman. You mean the New Orleans public elevator and the 
Houston public grain elevator substituted this low-grade Canadian 
wheat for high-grade Commodity Credit wheat? That is what it looks 
like. 

Senator ANpEerson. Mr. Chairman, this witness here—and I want to 
say that I have a tremendous amount of confidence in this witness 
because I tried him under fire—he says he can answer the question. 

The Carman. I would like to have you do that. 

Mr. Sarrarepe. I may be optimistic. I will try to answer it. The 
elevator had a certain amount of Commodity Credit wheat in storage 
and it also had wheat which belonged to the Transit Grain Co. Any 
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time it had an opportunity to, say, palm off some of that wheat when 
the elevator was in such good shape that it had some fairly high-grade 
wheat with which it could comingle this Canadian wheat and still 
come out with a good grade, that is what it would do, the No. 2 
wheat going on board a ship which would contain some domestic wheat 
and also contain some Canadian wheat but which would meet the 
grade. 

As a result Transit Grain Co., instead of having credit in elevator 
stocks for Canadian wheat, eventually received a credit for No. 2 
wheat and profited to that extent. That is the way it was handled. 
The exporters knew nothing about it. CCC knew nothing about it. 
It was just an operation by and between Transit Grain Co. and 
the elevator whereby Canadian wheat was comingled with the domestic 
wheat and exported. 

The Cuamman. Did the Justice Department get the Transit Grain 
Co. case and the elevator case ? 

Mr. Sarrarepe. The whole case. 

Senator ANpEersoN. There are two varieties of fraud there. One 
is a fraud of substituting miserable grains for good grain, and then 
the fraud of claiming the International Wheat Agreement subsidy on 
that poor grain. Is that right? 

Mr. Sarrappep. Transit Grain Co. did not claim any subsidy. 

Senator Anperson. Commodity credit did. 

Mr. Sarrarepe. Commodity Credit did. And several other ex- 
porters. 

Senator ELutenper. But they did it because they thought it was 
domestic wheat. 

Mr. Sarrarepe. Right, sir. 

Senator Eiirenper. And you said they did the commingling? 

Mr. Sarrarepe. Right, sir; the elevator did. 

The CHatrman. Was the case referred to the Department of 
Justice ? 

Mr. Garrnorr. The whole case was referred to the Department of 
Justice. 

Senator Ettenper. If the comingling was done without their know] 
edge or consent and they thought they were shipping their own wheat, 
which was domestic wheat, you would not want to send anybody to 
jail for that would you? 

The CuatrMan. Somebody must have known. 

Senator Evttenper. The witness told you. He told you that there 
was fraud, it amounted to fraud, between the Transit Co. and the 
warehousemen in Houston and New Orleans. Is that right? That 
is the conclusion I reached from what you said. 

Mr. Sarrarepe. It was investigated on that basis. 

Senator E.tenper. Did you go far enough to determine whether 
or not there was an understanding between the Transit Co. and the 
warehousemen in New Orleans and Houston ? 

Mr. Sarrareve. We did. That is all part of the case. It is all over 
in Justice. 

The Cnarrman. Who could have made a profit by this transaction ? 
Mr. Sarraprepr. Transit Grain Co., of course. They bought Cana- 
dian wheat which was cheap and got credit for No. 2 wheat instead, 


and the elevators, of course, handled all of this business and vot 
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The CuarrMan. So Transit Grain Co. profited from the action of 
the elevator company ¢ 
Mr. SARRAPEDE. Transit Gi un ('o. fot a a adiustment on t} e 


books of the elevator company. Instead of it being Canadian wheat, 
which may have cost them $1.86 or thereabouts, it sa out to be 
No. 2 wheat, which was $2 and something. They profited to that 
extent. 


Senator Yo NG. It isalla kind ofa SOrry mess, made unt ecessary 
in the first instance because we should not have been importing either 
Canadian feed wheat or feed grains when we had a surplus ourselves 
and when our own prices were below support levels. I think the real 
answer is legislation, making it unlawful to mix wheat unfit for 
human consumption with good wheat. 

Senator ANDERSON. | agree with the Senator right there. That is 
locking the barn after the horse has been stolen. I do want to find 
this out: You Say that the Transit Grain Co. profited you or Mr. 


Sarrapede testified to it—the Transit Grain Co. must have been the 


one that profited, What is their profit, 500,000 bushels wheat £ f 
Mr. Sarrarepe. No, sir. It is approximately 1 million bushels all 
together. 
Senator ANDERSON. One million they handled. And that million 
bushels was worth $1.86 and sold for $2.50. They made 64 cents a 


bushel on a million bushels, or $640,000, 
Mr. Sarrarepe. Those are rough figures. 
The CHairnman. I think it is much easier to figure out the losers 


than the eainers in this transaction. The losers are the American 
wheat farmer and American taxpayer. 
Senator ANpERsSON. The American wheat farmer has lost. The 


Bureau of Agricultura] Economics—I do not want to speak for them 
will show that when you have a 5-percent surplus of a commodity, it 
does not depress the price 5 Pe reent. : depresses it maybe 8 percent. 
If that surplus raises to ) percent, t does not double the drop in 
price for a 5-percent surp ime the ao drop may be something like 
23 percent. That is why the Senator from North Dakota is so right 
when he says that even a small amount of this, coming into a market 
that already was in trouble because of surpluses, is frightfully dam 
aging to the American farmer. 

Senator Youna. Likewise the 5-percent shortage may mean an ex- 
tremely high price. 

The CuHairM AN. Would it be possible for the New Orleans and Hous- 
ton public elevators to have used the low-grade wheat of the ‘Transit 
Grain Co. in the Commodity Credit Corporation a and to 
have credited the Transit Grain Co. with good wheat, without collu 
sion on the part of someone? Could that have just happened ¢ 

Mr. Sarrapepe. Well, it could have. It is possible. 

The CuatrrMan. You mean they could unload this wheat unfit for 
human consumption without knowing it? 

Mr. SarrAPepe. These elevators commingle their wheat and it could 
happen, but they certainly knew what they were doing. 

The Cuamman. You mean—— 

Mr. Sarrapepe. I do not say it happened in this case. I do not say 
it happened in this particular case. 

Senator Eirtenper. The warehouseman did not sell this wheat. It 
was sold by the Transit Co., was it not? 
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Mr. Sarrapepe. I understand these elevators do take low-grade 
wheat from time to time. It does not have to be Canadian wheat. 

The Cuamman. You mean they would take, in this case, 1 million 
bushels of low-grade wheat ? 

Mr. Sarrapepe. Let’s say they took grade 4 wheat, and commingled 
it with a higher grade wheat. 

The Cuarrman. Suppose the Transit Grain Co. sold their million 
bushels of low-grade Canadian wheat. What would the elevator com- 
pany deliver for them? 

Mr. Sarravepe. If Transit sold? 

The Cuatrman. If they had already mixed it with the high-grade 
Commodity Credit Corporation wheat. 

Mr. Sarrapvepe. I do not believe I understand you, Senator. 

The Cuatrman. I say if the public elevator was responsible for the 
low-grade Canadian wheat which had been imported, and mixed that, 
commingled it with high-grade CCC wheat, and then if the Transit 
Grain Co. disposed of their million bushels of low-grade Canadian 
wheat to some feed mixer, what would the public elevator deliver for 
them if they hal already commingled it with some high-grade wheat ? 

Senator Anperson. That is a good question. 

Senator ELLenper. It does not happen that way. 

The CuarrmMan. It happens in reverse. 

Senator Anperson. This investigation started June 30, 1952, and 
it was completed sometime in December 1952. 

Mr. Garrnorr. On November 20 it went to the Department of Jus- 
tice. 

Senator Anperson. When the investigation was completed did you 
ascertain what Transit Grain Co. got for the grain it sold? 

Mr. Sarrarepe. No, sir. We have not ascertained what Transit 
Grain Co. realized. We know it got credit for a No. 2 wheat but we 
do not know at what price it was finally disposed of by Transit. 

Senator Anprerson. You know it shipped in Canadian wheat that 
was unfit for human consumption and then the elevator’s book showed 
it got credit for No. 2 wheat? 

Mr. Sarrarepe. Yes, sir. 

Senator ANpERSON. Somebody in the elevators must have known 
what was going on? 

Mr. Sarrapepe. Yes, sir. 

Senator ELLeENpeER. He said there was collusion between the elevator 
company and the Transit Co. 

Mr. Sarrapvepe. I did not say there was collusion. I say the ele- 
vator company did it under instructions from the Transit Grain Co. 
It may have been collusion. I think that is up to the Department of 
Justice. 

Senator ELtenper. I misunderstood you. I thought you said there 
was some kind of understanding. 

Mr. Sarrarepe. There was an arrangement between them. But to 
characterize it as collusion, I would rather have the Department of 
Justice do that. I do not want to make any statement on it. 

Senator E.ttenper. I see. 

The Cuarrnman. I will not push that question. When Mr. Solomon 
communicated with the Washington office to advise them that this 
blending was going on when it got to the International Wheat Agree- 
ment shipments, with whom did he communicate / 
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Mr. Sarraprepe. He communicated with Mr. McArthur, Deputy 
Director of the Grain Branch. 

Senator Exitenver. Before or after the shipments were made? 

Mr. Sarrarepe. After shipments were made at Houston. 

Senator Anperson. He put Mr. McArthur on notice, did he? 

Mr. Sarrapepe. Yes, sir. He said he was in receipt of information 
which indicated that Canadian grain might have been used. 

Senator Anperson. Do you have any date as to when he did that? 

Mr. Sarrarepe. Yes, sir. 

Senator ANprerson. Will you give us that date? 

Mr. Sarrapepe. September 19, 1951, Mr. Solomon telephoned Mr. 
McArthur. 

Senator Anperson. Do you have a transcript of that telephone 
conversation ? 

Mr. Sarrarepe. I think we do, Senator. 

Senator Anperson. Mr. Chairman, could that not be put in the 
record at this point ? 

The Carman. Do you have one available? It can be put in the 
record. 

Mr. Sarrapepe. I will be glad to make one available to you. 

The Cuatrrman. It is quite important. One function of this com- 
mittee is to determine whether executive agencies are carrying out the 
law was intended by the Congress. 

Senator ELtenper. Can you also give us the date of these shipments 
and orders authorizing the shipment of this particular wheat abroad 
for the International Wheat account ? 

Mr. Sarrapepe. Yes, sir. 

(The information is as follows:) 


ExHisit 6A 


TELEPHONE CONVERSATION BETWEEN WILLIAM MCARTHUR, WASHINGTON, AND Mr. 
SOLOMON, DALLAS, SEPTEMBER 19, 1951. 


Mr. Sotomon. Mr. Mac, we have had a lot of telephone calls about some Cana- 
dian wheat that was shipped into Houston Public Elevator several months ago 
and which was mixed off with American hard winter wheat. The Customs called 
it to the attention of the freight forwarder who was handling the shipment when 
the port elevator canceled paper on hard winter wheat that was brought into this 
elevator in bond and the freight forwarder has been calling us wanting us to 
authorize the shipment of Canadian wheat. We have taken the position that we 
had nothing whatsoever to do with the Canadian wheat coming in and that it 
was strictly in the custody of the Customs officials and that so far as we were 
concerned, we were handling hard winter wheat which we presumed was grown 
in the United States and that we did not enter into the picture in any way 

Mr. McArtrnur. Hard winter or spring? 

Mr. Sotomon. Hard winter. 

Mr. McArtuur. Is it frosted? 

Mr. Sotomon. When they loaded it out it graded No. 2. That is all I know 

Mr. McArtruHur. It was probably low grade when it came in. 

Mr. Sotomon. That is right. They apparently brought it in and mixed it off, 
That is the supposition. The details on it I do not know 

Mr. McArtuur. Just bond? 

Mr. So_omon. Yes, sir. Now they have written us a letter telling us Customs 
was going to charge them $50 a day until they corrected the documents, and we 
have taken the position, “So what?’ We did not authorize any Canadian wheat 
to be loaded on our vessels and they can charge all they want to; it is not for 
our account. I wanted to call you to see if you had any suggestions on it 

Mr. McArtTHurR. So they really mixed our wheat and loaded it out? 

Mr. Sotomon. That is right. 

Mr. McArrHUr. Which elevator? 
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Mr. Sotomon. Houston Public. Now, Mr. Mac, there is one other thing I should 
tell you on it. We heard rumors at first that the FBI was down there checking on 
the thing—checking to see whether or not they had claimed subsidy under the 
International Wheat Agreement and just 2 or 3 days ago we got that confirmed. 
FBI has been in there checking on the thing so it may be quite involved before 
it allcomes out. I asked the shipper if anybody here authorized Canadian wheat 
to be loaded on vessels ; his answer to that was “no.” He claimed that some of the 
boys in our oflice, or who were here at the time, did know they had some Canadian 
wheat I said that did not mean anything to us—it is not any of our business 
what you own Until we authorize you to put it on board our ships, we are not 
involved 

Mr. McArruur. Was it FBI or C and I? 

Mr. Sotomon. FBI. 

Mr. McArruur. At the request, I suppose, of Customs? 

Mr. Sotomon. I do not know at whose request but they went to our local man 
there, Fully Ware, I believe you have met him, and he immediately reported to 
us. Then we heard that it was not FBI, but he says it was, that he saw their 
identification and everything. 

Mr. McArTHur, You say you have some letters, ete., on it? 

Mr. Sotomon. Yes, sir. I have one here now from the freight forwarded in 
which he says he has to correct his documents and that he wants authority from 
us to correct them. We have no authority over that Canadian wheat whatsoever. 

Mr. McArrHuur. Why don’t you make up a file—everything you have on it 
and send it up here. 

Mr. SOoLoMON. We will be glad to 

Mr. McArruur. I think we better have our lawyers work on it. 

Mr. Sotomon. In the meantime, do you disagree with the position I have 
taken’? 

Mr. McArtuur. No, I don’t. On the other hand, I don’t know how you could 
take any other position. 

Mr. SoLtomon. I think the freight forwarder himself pretty well agrees with 
me. In fact, he admitted it to me over the phone and I told him I thought it was 
a hell of a note we were even brought into it. 

Mr. McArrHur. What do you mean by freight forwarder? 

Mr. Soromon. It is a commercial agent and he is representing them and he 
prepared shiping documents and he did not show Canadian wheat on the shipping 
documents, but the elevator did cancel paper on Canadian wheat Customs 
eaught it and now Customs is demanding corrected papers. That is what it 
amounts to 

Mr. McArrHur. Well, did the forwarder’s loading our orders and every- 
thing 

Mr. Sotomon. No, we did that. We just ordered so many thousand No. 2 hard 
winter wheat out of our stocks. We did not specify American but American 
wheat is all we owned. It was out of our stocks. 

Mr. MoArruur (continuing). Bonded stock or supposedly did. 

Mr. Soromon. That is what has been reported to us. 

Mr. McArtruor. All right. Iam glad to get that and if you will send that file 
I think we had better go over it pretty carefully here. 

Mr. Soromon. In the meantime shall we reply to this freight forwarder and 
tell him substantially what I have told you. 

Mr. McArtTHUR. Yes, sir. 

Mr. Sotomon. All right, we will do that and attach a copy to the material. 
We have only one letter but I will give you in narrative form the information 
I have gotten otherwise. 

Mr. McArruur. We ought to have that. Then the boys here will have some 
chance to do something on it. Any more troubles? 

Mr. Sotomon. Yes, we are still running into a conversion case here and there. 
We are running into some now where they are pretty good-sized operators who 
are down to the bottom of the bucket and will be 3, 4, or 5 cars short. Where 
it is definite that a man has just stolen our grain, it is a pretty simple matter to 
handle it with the Solicitor’s Office; where you have shrink, it becomes a dif- 
ferent matter, as I see it. There is one thing I would like to mention to you. 
Latham probably mentioned it at the directors’ meeting in Atlanta the other 
day, where the contents of a house have been loaded out and the shortage is 

2 percent or less. We have just been handling that as probably shrinkage unless 
we had information to indicate that they actually sold our grain. What do you 
think 
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Mr. McArtTuur. Are you talking about country houses? 

Mr. Sotomon. Yes, I am talking about country houses 

Mr. McArtuur. Country houses I do not think would be too bad. Use your 
judgment as to the individual. 

Mr. SoLomMon. We have not been in a situation like that with a terminal. What 
figure do you think we should use with them? 

Mr. McArruur. I do not know. There is not too much excuse for them. I 
do not think a reliable terminal would do anything but deliver full quantity 
Then his blending where he has extra—he gets that worked off and country 
elevators, I think they are pretty sure to have a shrinkage of one-half percent 
and things can happen that, of course, run it up to 1 or 2 pereent, I would not 
doubt at all. 

Mr. Sotomon. It seemed to us here that that would be—it is a little bit on the 
liberal side. Maybe one-half of a percent, but you have varying conditions. In 
other words, it might be more in one place than another, and they might in the 
final analysis prove a larger shrinkage than that, but for this purpose, and 
unless we have information to the contrary, we have been treating it that way. 

Mr. McArtruuwr. I do not think that is too bad on the country houses 

Mr. Sotomon. We have varying types of cases for the thing. We had our 
man, Ross Stuard, measure up and, according to his figures, which did not take 
into account any pack in the grain—it is a flat warehouse with peaks and valleys 
where it is difficult to measure, and he did not consider any pack, but there was 
a substantial shortage in quantity. In addition, he, without our authority, moved 
some of our grain, but we might be hasty if we suspended his uniform grain 
storage agreement pending result of an investigation, because he might actually 
show up with enough grain However. we do feel we would be within our rights 
to suspend (1) the fact that he moved our grain without authorization, and (2) 
he has failed to load out in accordance with our instructions and he has been a 
flagrant abuser along that line. He loaded out when he pleased 

Mr. McArrnuur. Well, that is a bad situation 

Mr. Sotomon. If you have any suggestions on that we would like to have them 
We are figuring we are going to suspend him so he could not take loan grain in 
If he took loan grain in, it would probably be May 1 before we could know where 
we stood. Papers would be in the hands of the lending agency and some might 
be stored. Maybe he would just issue scale tickets and it would be almost im 
possible to perform a good audit on him if he is going to take grain in 

Mr. McArruur. Lots of problems along there 

Mr. Soromon. Yes, sir; the deeper you get into it the more you see, Mr. Mac 
I would like to know if you are in general agreement with our thinking on that 

Mr. McArruur. I think so. The only thing you want for your share to be 
pretty sure your points are proven. 

Mr. Sotomon. We have the proof that he has moved. He has admitted moving 
our grain and we have records, our loading orders, that will show where we stand 
along that line. I think it will have a good effect in that we have taken action 
which will be decisive and which will stop this practice of moving grain anytime 
they get ready without saying anything to us 

Mr. McArtruur. Well, all right, Harry 

Mr. Soromon. O. K., Mr. Mae We will send the information to you on Cana- 
dian wheat. 
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Senator ANperson. Did Mr. McArthur make any comments in that 
telephone conversation ? 

Mr. Sarrapepe. He requested the Dallas office to send in whatever 
information it had on the subject. 

Senator Anperson. The Dallas office only had a report that that 
was being done; did it not? It did not have specific information 
referring to exact mixing or blending; did it? What didithave? At 
least it had enough to notify them that damage was being done. He 
notified Mr. William McArthur. 

Mr. Sarrapepe. Yes, he did. He also sent in a letter which he had 
addressed to a Mr. Ziegler of the forwarding company. 

Senator ANnprerson. He sent that to Washington ? 

Mr. Sarrapepr. Yes, sir. 

Senator AnpEeRson. Who is Mr. Ziegler? You say of the forward- 
ing company 4 

Mr. Sarrarepe. Yes. 

Senator Anperson. Is that the elevator? 

Mr. Sarrarepr. No, sir. It is a forwarding company that handles 
some of these grain shipments out of the elevator. 

Senator Anperson. What did he tell Mr. Ziegler? Could you 
briefly summarize what it was or read it tous? This is in September 
of 1951? 

Mr. Sarrarepe. Yes, sir. This is a summary of it. We have the 
whole letter here. 

Senator AnpEerson. Would you like to hear it? It is not too long. 
l have never seen it or heard it. 

The Cuarrman. I think we might hear it. 

Mr. Sarraprepr. This is a letter addressed to H. L. Ziegler, Inc.., 
Cotton Exchange Building, Houston, Tex., from H. J. Solomon, 
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Assistant Director for Programs, Commodity Office, Dallas, Tex. 


Gentlemen: Your letter of September 14, 1951, addressed to Mr. Fulton D. 
Ware, officer in charge of the PMA Commodity Office at Galveston, has been 
forwarded to the Dallas PMA Commodity Office for attention. 

Your letter makes specific reference to shipments of grain handled by your 
firm and loaded on board vessels at Houston for the account of the India Supply 
Mission and the Permanent Mission of the Federal Republic of Germany to 
the ECA. 

Sometime ago, Mr. Ware called the Dallas Office and wanted to know if we 
knew of any Canadian wheat being handled through the port of Houston. As 
this Office had no knowledge of any Canadian wheat, and in an effort to answer 
Mr. Ware's inquiry, the Kansas City office was requested to let us know if they 
knew of any Canadian wheat that could have moved out of their territory. 
The answer was “No.” We immediately informed Mr. Ware that the Dallas and 
Kansas City PMA Commodity Offices had no knowledge of any movement of 
Canadian wheat to Houston. It later developed that your firm had contacted 
Mr. Ware, and he was endeavoring to secure the information for you, not realiz 
ing at the time that the Collector of Customs was involved, or if you told him, 
he failed to tell us at that time. 

As you are aware, Commodity Credit Corporation has ample stocks of wheat 
in Texas, Oklahoma, and New Mexico, which is loaded out of numerous elevators 
destined to gulf ports to meet commitments. We owned no Canadian wheat in 
our stocks at Houston or anywhere else, and so far as we know, the wheat that 
we shipped to Houston was loaded on board vessels nominated to receive it and 
that proper export declarations were made accordingly. 

We reiterate that we had no Canadian wheat in our stocks at Houston, that 
we did not authorize or instruct the loading of Canadian wheat for any vessel; 
therefore, we would exceed our authority by making any further statement con- 
cerning the matter. 
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Senator ELLeNpER. Who signed that letter ? 

Mr. Sarrareve. H. J. Solomon, assistant director in the Dallas 
PMA Office. 

The Cuarrman. Is it not true that in order for Transit Grain Co. to 
move the wheat into Houston, it had to have defense transportation 
permits ? 

Mr. Sarrapepe. Yes, sir 

The Cuarrman. Did it have them and who issued them? 

Mr. Sarraprpe. It had the permits, and they were issued apparently 
by the Dallas PMA Commodity Office. 

Senator Anperson. Canadian wheat? 

Mr. Sarrarepe. For the Canadian wheat, yes. Or at least they were 
used to bring the Canadian wheat down to the port. 

The Cuarrman. Could they have been issued for one purpose and 
used for another ? 

Senator ANperson. That would get the railroads into this, would it 
not ? 

The Cuarrman. I think so. 

Senator Anperson. Can you answer the question ? 

Mr. Smiru. I think the answer to the question as I see it is that 
permits could be issued for wheat, but not necessarily for Canadian 
wheat. In other words, the issuing office might issue them for wheat 
but not for Canadian wheat. They could be used for Canadian wheat 
but they could not be—— 

The Carman. Could they be issued legally for Canadian wheat? 
They would be issued by the Commodity Credit Corporation ? 

Mr. Smiru. The authority would stem from them; yes. 

Mr. Sarrapepe. I would say if they were used for Canadian wheat 
they were used irregularly. 

The Cuatmrman. That could be, of course. 

Senator Anperson. What did the order call for? Did you examine 
the order? He said this moves under a defense order. What is the 
exact correct term ? 

The CuarrMan. Defense transportation permit, I believe. 

Senator Anperson. Defense transportation permit that is issued. 
Would that permit just read “Wheat”? 

Mr. Sarrarepe. Actually, the permits were issued in blocks to CCC 
and were reissued by CCC. Our investigation disclosed that block 
permits were issued to Transit Grain Co., but the justification for 
those issuances was not in the Dallas Commodity Office. We were not 
able to locate it. 

The Cuarman. Do you have any other questions, Senator Ander- 
son 4 

Senator Anperson. No, sir. 

The CuatrMan. Senator Young? 

Senator Youna. No, sir. 

The Cuatrman. If not, someone interrupted Mr. Garthoff in the 
midst of his story. 

Mr. Gartuorr. I had said that in the Transit Grain Co. case ap pros 
imately, 513,000 bushels, of the Canadian wheat which can be identi- 
fied had been loaded out against CCC orders, of which approximately 
225,000 were non-IWA and 288,000 were under the IWA. In addi- 
tion, there was wheat ordered out by 3 commercial exporters—3 pri- 
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vate exporters, including for the three, 39,100 bushels of the Canadian 
wheat in total shipments of 595.600 bushels. 

I do not — that responsible officials in the Commodity Credit 
Corporation in Washington, and I certainly know that none in the 
IW A office, h: id any knowle dge that Canadian wheat had been used to 
partly fill the CC C orders. There is no evidence to date, although 
they are to be investigated, that the 39,100 bushels loaded out for the 
three commercial exporters was W ith their knowledge. 

So much for the Transit Grain Co. Then the Flour Mills of Amer- 
ica case is pretty well covered in the letter which I read earlier. I 
would like to reiterate— 

Senator Anperson. Just a second. In the letter you read earlier 
vou stated, I believe, that the Flour Mills of America had quit using 
wheat unfit for human consumption in their export program. What 
about their domestic program?’ What about the flour they are selling 
in the United States of America for people in this country, their Cana 
dian milled wheat that they brought, wheat unfit for human consump 
tion ¢ 

Mr. Garrnorr. That would be regrettable, but I do not believe ille 
gal or in contravention of any regulations. 

Senator ANpERson. You think it is illegal ? 

Mr. Garrnorr. I believe not. 

Senator Anperson. That may be correct. I hope this committee 
will get around to making it illegal. It seems to me that if we do not 
have a Pure Food and Drug Act to prevent a milling company from 


b ving \ vheat unfit for human consumption and feeding it to humans, 
we do not have much protection. 

You are not in position to ; answer that? 

Mr. Gar THOFF. No, sir 


Senator ANDERSON. They just stopped it on exports ¢ 

Mr. Garrnorr. Yes, sir 

Senator ANDERSON. Since t!] ey mixed the wheat in the warehouse, 
hew do you know they have stopped it? Do you have verbal assur 
ance ¢ 

Mr. Gartruorr. No, sir. If | may lead up to it, the memorandum 
which was referred to in our letter today, Was sent out to all exporters 
calling attention to the fact that the regulations of the LWA export 
program did not authorize payment for any but United States wheat, 
and flour milled in the United States from United States grown wheat. 
This was in Mareh—March 21, 1952. Pursuant to that, and I think 
as a result of that, on May 1Y the ] resident of Flour Mills of America 
telephoned us and said that he had discovered that they had used 
some Canadian wheat in milling flour for export under the IWA, and 
we asked him to make a complete report on it. Hedid that. On June 
14 he refunded $112,430. 

Senator Anprerson. He was not so shocked by finding that out that 
he dropped over with a heart attack, was he? He might have known 
it before, might he not ? 

Mr. Garrnorr. I think there is no positive evidence to that effect. 

Senator ANDERSON. What did his report show ? When did they 
start doing this? 

Mr. Garruorr. I can furnish the date. 

Senator AnpERSON. Do you have the report? 

Mr. Sarrarepe. I have it. 
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Senator Anprrson. So he found this out in May, to his complete 
astonishment ? 

Mr. Garrnuorr. Yes, sir. He telephoned us in May. 

Senator Anprerson, He was the president of the company ? 

Mr. Garruorr. Yes, sir. They made refund on June 14. He has 
explained the delay as resulting from their own accounting investiga 
tion into the use of it, and we !mmediately requested the C. and I. to 
make the investigation and C. and I. have gone over the records of 
Flour Mills of America and ascertained that their refund approxi- 
mately covered the amount of the Canadian wheat content. There is 
a slight additional quantity, very small, on which a refund is due. 

Senator ANpbrerson. It covered the amount of Canadian wheat 
which had been used in the export program ¢ 

Mr. Garruorr. Yes, sir. 

Senator Anperson. No attempt had been made to check the amount 
of Canadian wheat used in the domestic program / 

Mr. Gartrnorr. Mr. Sarrapede can answer that. 

Senator Anprerson. I am getting back to the point that Senator 
Young makes, that this Canadian wheat has been brought into this 
country as unfit for human consumption and has been milled by these 
flour mills, and been apparently used in domestic consumption in this 
country. 

How much Canadian wheat did they bring in? 

Mr. Sarrapepe. Let me tind the report, Senator. 

Senator Anprerson. Surely. 

Mr. Sarrarepve. FMA received 312,000—FMA is Flour Mills of 
America; 312,000 bushels is an approximate figure—from one com- 
pany and 955,000 bushels from another company. That is 1,200,000 
approximately. 

Senator Anperson. They must have done 1 of 2 things: they must 
either have milled it for domestic consumption or export. If they 
milled it for export, how did they calculate the $112,000? 

Mr. SARRAPEDE. They calculated it on the basis of the quantity of 
Canadian wheat in these export shipments. 

Senator Anperson. Did they give you the figures as to how much 
that was/ 

Mr. Sarrapepe. Initially, they gave us a set of figures but we made 
an accounting investigation to ascertain just how much Canadian 
wheat was used. 

Senator ANperson. What did you find out in the investigation / 

Mr. Sarrapepre. We found out that the figures that they had given 
us with respect to the Canadian wheat utilization was approximately 
correct. 

Senator Anprerson. How much was that figure ? 

Mr. Sarrapepe. That figure was $112,000 when they—— 

Senator Anperson. I want bushels. I cannot translate the 
1 million. 

Mr. Garrnorr. Approximately 257,000. 

Senator ANperson. They bought 1,250,000 bushels. I want to find 
out what happened to it. Did they dump 1 million bushels of that 
wheat that was unfit for human consumption into the American 
market and 200,000 bushels into the market outside this country ? 

Mr. Sarrarepr. I have some figures here: 257,000 bushels went. into 
flour exported by the company under the IWA. 
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Senator Anperson. Therefore, approximately 1 million bushels 
went into the flour sold in the United States? 

Mr. Sarrarepe. No, sir. They have some in inventory. 475,000 
bushels went into so-called domestic mixes. 

Senator ANperson. Wheat that is unfit for human consumption? 
Imported as such? 

Mr. Sarrapepe. Into domestic mixes. 

The Cuatrman. Is that identical wheat still in inventory ? 

Mr. Sarrapepe. They have some Canadian wheat still in inventory. 

The CuatrrmMan. Three years later. 

Mr. Sarrapepe. 81,000 bushels were milled for another company. 

Senator ANperson. What company ? 

Mr. Serrarepe. (Name deleted.) 

Mr. Gartrnuorr. Could I make an observation to Senator Anderson? 

The CHarrman. Yes, sir. 

Senator Anperson. I would be glad to have an observation at any 
time. I think it is of interest to the American public and particularly 
to the American farmer that this firm goes out and buys one and one 
quarter million bushels of wheat that 1s imported as wheat unfit for 
human consumption, and that of that, 250,000 is floated and sent 
abroad in the program. The only inference is that most of the rest 
of it must have stayed here and been fed to the American people, or is 
still in inventory. If it is still in inventory maybe we can get at it. 
If it isin people’s stomachs it is too late. 

Mr. Gartuorr. The observation, Senator, was that milling com- 
panies also conduct feed operations. 

Senator Anperson. What have you got that shows this goes into 
feed ? 

Mr. Cartnorr. I have no information that shows it went into feed. 

Senator ANprerson. Then do not drag me off. 

Mr. Garrnorr. There are many instances—this turned up in con- 
nection with the GAO investigations, I think—that flour millers pur- 
chased damaged Canadian wheat and utilized it completely in their 
feed mills. I am not intimating that is the case here. I have no in- 
formation specifically in this case. I know that it is true in some cases. 

Senator Hicxenoorer. Mr. Chairman, if I may inject something, 
Senator Anderson was going along in a very orderly manner trying 
to trace this one and a quarter million bushels of wheat. I have 
about 750,000 bushels that he has accounted for. Can we follow the 
rest of it through to find out where it was. I think you were doing 
very well. 

Senator Anperson. I thank my friend from Iowa. That is exactly 
what I was trying to do. 

I appreciate, Mr. Sarrapede, that this is a question that you could 
not have anticipated, probably. I am not worried if you are not 
ready with all the information. You seem to have it there. We have 
114-million bushels—267,000 bushels went into flour that went into 
the export program, 475,000 bushels went into the domestic flour, 
that ought to dispose of the feed program, 81,000 went into (deleted). 
For what? 

Mr. Sarrarepe. Presumably for export. 

Senator Anprrson. Did they refund any money? 

Mr. Sarrarepe. We are investigating. 
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Senator Anperson. If this fellow refunded $112,000 on the use of 
257,000 bushels (deleted) ought to refund about $21,000. 

Mr. Sarrarepr. I said “presumably.” We have no proof that it 
went into the IWA program. 

Senator Anperson. It is time to find out. 

Mr. Sarrarepe. Yes, sir. 

Senator Anperson. What happened to the rest of it 

Mr. Sarrarepr. Our transmittal contains a mention of 475,000 hun 
dredweight of flour containing varying amounts of Canadian wheat— 
I cannot give you quantities on that—which was sold to the Quar- 
termaster Corps and tc the United States Navy. 

Senator ANDERSON. In other words, we sold the soldiers something’ 
unfit for human consumption. I am glad you got into that. I am 
not trying to criticize you for it. It is very touching of these people 
that they would give it to the Army and Navy. I wonder who was 
doing the inspecting fer the Army and Navy about that time. 

Mr. Sarrarepe. 479,000 bushels sold—that is an undetermined quan- 
tity, that last figure, Senator—479,000 bushels of the Canadian wheat 
were sold to another company, another grain company. 

The CHairman. Which one? 

Mr. Sarrarepe. Flour Mills of America. 

Senator Anperson. It sold 479,000 bushels to another grain com- 
pany. May we have the name of that ‘ 

Mr. Sarrarepe. | Name deleted. | 

Senator Anperson. Where are they located / 

Mr. Sarrarepe. Minneapolis, Minn. 

Senator Anperson. Have you tried these? 

Mr. Sarraprepr. They are scheduled for investigation. We would 
like to refrain from identifying as many of these people as we can. 
We have not been able to reach all of them. 

Senator Anperson. I am sorry if I got into something I should not 
have. It does seem to be Important to trace this food. 

Mr. Sarrarepe. We are doing that, Senator, as best we can with 
the manpower we have. We have quite a few subjects scheduled for 
investigation. 

Senator Anperson. You know me well enough so that if I have 
asked an improper question you can say that. 

Mr. Sarrarepe. I will never say so. 

The CuarrMan. We are not presuming that the last-named grain 
company used grain in any illegal manner ¢ 

Mr. Sararepe. No, sir. 

Senator Hicken.oorer. 475,000 hundredweight, did you say, on 
the last item, of flour, in which varying degrees of mix occurred? 

Mr. Sarrapepe. Right, sir. 

Senator HickenLoorer. You do not know the percentage / 

Mr. Sarrareve. It may be a small quantity. 

Senator Hicken.oorer. Are you looking into it? 

Mr. Sarrapepe. I do not know whether we have explored that suffi- 
ciently, right within the details of this report. We may have. ‘There 
may be a quantity within the report which I cannot give you at the 
moment. If we have I will be glad to supply it. 

Senator Anprerson. That went where? 

Mr. Sarrapepe. That went to the Quartermaster Corps and to the 
United States Navy. 
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The Cratrman. Mr. Sarrapede, I would like to go back a minute 
to the matter of defense-transportation permits. You stated, I be- 
lieve, that the Commodity Credit Corporation would not issue a 
defense-transportation permit for Canadian wheat to be shipped into 
the Dallas area after the Dallas office had advised them that it had 
an oversupply of native wheat there; is that correct ? 

Mr. Sarrarepe. I beg your pardon? 

The Cuairman. You stated that the Commodity Credit Corpora- 
tion would not issue a defense-transportation permit to a shipper 
for shipping Canadian wheat into an area where there was already 
a surplus of United States wheat ? 

Mr. Sarrarvepe. I think what I meant to say, if I did not say it, is 
that we could not issue a permit to move Canadian wheat. They should 
not issue a permit to ship Canadian wheat. 

The CuarrmMANn. Have you run across any instances where there has 
been a switching of permits between the Commodity Credit Corpora- 
tion and private interests ‘ 

Mr. Sarrapepg. It may have happened in this particular transit 
case. That case is in Justice for consideration. There is some infor- 
mation in that report along that line which Justice is considering now. 
We explored it. 

The CuatrMan, That could have happened. 

Mr. Sarrareve. Yes, sir; we explored it. There is some information 
in the report along that line. 

The Cuarrman. I will not follow that any further. 

Senator Anperson. Mr, Chairman, that is a point that can be tight- 
ened up in the Department of Agriculture administration in the future 
and that will be helpful. 

The CuarrMan. The name of the last grain company he mentioned, 
I am not sure it ought not to be deleted from the testimony. 

Senator WeLxer. I am sure it is no great secret with all these 
people here. 

The CHairMAN, It is no great secret but I do not want it interpreted 
that they did anything wrong or made wrongful use of grain. 

Mr. Garruorr. Could the record be changed to delete the names 
of the two companies ¢ 

The CuarrMan, I think it could be done. 

Mr. Garrnorr. They are both under investigation or scheduled 
for investigation now. That was the only reason for suggesting it. 

Senator Anprerson. I am sorry if I brought out anything that should 
not have been brought out, but with the press here and people in the 
audience I do not see what useful purpose would be served by trying 
to strike them out now. Iam happy to do it if you think best. Surely 
you are going to have to find out what h: appened to this grain. We 
give them a day or two notice that we are going to try to find it out. I 
do not believe this mill will be aided or harmed by having a chance to 
know that we would like to know what happened to ‘this 47! 5,000 
bushels of Canadian wheat brought into this country as unfit for hu- 
man consumption at the time when the American farmer has, I think, 
as much as 800 million bushels too much wheat. 

The Cuamman. The Chair is not a lawyer but it cannot be pre- 
sumed that every company that bought Canadian wheat used it in 
some illegal manner. 
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Senator Anperson. Mr. Chairman, I will ask that they be stricken 
from the record. 

The Cuatrman. I do not see anything to be lost by doing that for 
the time being. We have two capable lawyers | ere, Senator Welker 
and Senator Hickenlooper. 

Senator Anperson. I think you ought to tell the press whether to 
us the names or not to use them. 

The Cuarrman. I see nothing to be gained by it. If there is any 
possible chance of impeding the work of the Department of Justice 
we would ask the press not to use the names of the con panies, the 
last two companies referred to. 

Mr. Garthoftf started about a hours ago to tell us a story. He has 
not quite concluded it. 

Mr. Garruorr. I amalmost through. In connection with the Flour 
Mills of America I should like to say that all their claims for export 
payment are submitted to and made by the PMA commodity office 
in IKKansas City. l stated that because of the references this morning 
to Dallas. I could not positively state but I see no possibility of any 
of these transactions with Flour Mills of America ever having been 
known of by the Dallas commodity office. 

The Cuarman. Has any official of the Transit Grain Co. formerly 
been connected with PMA in any way ? 

Mr. Gartrnorr. Not to my knowledge, sir. Of course. I should like 
to reiterate that Transit Grain Co. never had a subsidy claim against 
the Commodity Credit Corporation. ‘The second company to volun 
tarily make refunds, the Commander-Larabee Milling Co.. is pres 
ently under investigation, and therefore we do not know what they 
Say at this juncture as to whether they did or did not know about it. 

We have no information on that. 

Senator ANDERSON, To vet back to the same questions we asked a 
minute ago, do you know how much Commander-Larabee bought of 
Canadian wheat / 

Mr. Gartrnuorr. That is being investigated, sir. I do not know 
now, 

Senator ANperson. When did he give you back this money ? 

Mr. Garruorr. November 25 and December 22. 

Senator Werker. Of last year? 

Mr. Garruorr. Yes, sir. 

Senator Weiker. When did you start your investigation of Flour 
Mills of America, Inc., and Commander-Larabee ? 

Mr. Garruorr. Mr. Sarrapede can answer that. 

Senator Anperson. He testified it started June 30, 1952. 

Did you not / 

Mr. Sarrarepe. The investigating was requested June 50. We sent 
it to Chicago July 8. 1952. 

The CHatrMan. It was requested / 

Mr. Sarrarepe. June 30, 1952. We referred it to our Chicago 
office July 8. A report was submitted December 12. It was a very 
detailed investigation. 

Senator Weiker. After your investigation started and got along 
pretty well, Flour Mills returned $112,000 and Commander 
Larabee 

Mr. Sarrarepe. That was before, sir. 

Senator Weiker. Before the investigation started ? 
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Mr. Sarrarepe. Didn't Flour Mills send in a refund before ? 

Senator Anperson. He testified it was in June. 

Mr. Garrnorr. They telephoned us on May 12. They made the 
refund on June 14. 

Senator Weiker. Who brought it to their notice that something 
was wrong? Do you know? 

Mr. Garruorr. Yes, sir, I think we did. The memorandum dated 
March 21, to which reefrence is made in the letter which I read, which 
we sent to all known exporters—all exporters under the IWA and 
potential exporters of wheat and flour—called their attention to the 
fact that there was in the country this frost-damaged Canadian wheat, 
that the rules and regulations of the—rather, the terms and condi- 
tions which we call an “offer” to make a subsidy payment, did not 
authorize payment for any other than United States grown wheat, 
and flour milled in the United States from United States crown 
wheat. We think it was as a result of that memorandum that the 
Flour Mills of American 1 month later made this refund. 

Senator Wertker. You have not finished your investigation of these 
people as to whether or not in your opinion there was any criminal 
intent prior to their having notice of their own doing? 

Mr. Garruorr. I believe that is for determination by the Depart- 
ment of Justice. We have recommended that it go there for that 
purpose. 

Senator Werker. Did you say anything to them about the duty that 
they escaped paying, that 13 cents duty that they made by virtue of 
this matter ? 

Mr. Garruorr. We have not, but we are withholding all moneys due 
them now and all moneys that will be due them on any future transac- 
tions. 

Senator Weiker. Have you told them that you might be expecting 
a repayment to the Government of the 13 cents on the imported wheat ¢ 

Mr. Garrnorr. We have not specifically mentioned that; no, sir. 

Senator We.kKer. As a matter of fact, as I get it, you are in the 
preliminary stages of this investigation. You have not completed it 
by any means; is that correct ? 

Mr. Sarrapepe. Is this on Flour Mills? 

Senator Wetker. I am talking about Flour Mills of America, Com- 
mander-Larabee, and Transit Grain Co., of Fort Worth. 

Mr. Sarrapepe. Transit Grain Co. is practically completed. There 
are one or two leads that we are running out. Flour Mills of America 
is completed. 

Senator WreLtker. Whom do you represent ? 

Mr. Sarrapeve. Investigations. 

Senator WeLker. From what? 

Mr. Sarrapepe. PMA. 

Senator Weiker. And you? 

Mr. Garrnorr. Wheat Agreement Staff, PMA. 

Senator Wetxer. I am sorry, I came in late and I have not been able 
to identify you. 

Mr. Sarrarepe. Those two investigations have been completed, sir. 

Senator WeLker. Without asking the names, there are other com- 
panies to be and are being investigated ? 

Mr. Sarrarepe. Oh, yes, sir. 

Senator Wetxer. How many, would you say? 
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Mr. Sarrarepe. Do you have that letter? 

Mr. Garruorr. I do not. 

The CHAIRMAN. There are 19 other companies being investigated. 
They have asked us not to put their names before the public 

Senator Werker. I do not want that now. 

The CuHairmMan. I have counted them. 

Senator AnpersoN. I get a little more than that. 

The CHarrmMan. Twenty-two in all, but that includes the three that 
have been announced as being under investigation. 

Mr. Sarrarepe. Actually that is just the beginning, Mr. Chairman. 

The Coarman. Twenty-two in: all. You mean just the beginning ? 

Mr. Sarrarepe. Just the beginning, because these people are im- 
porters and these importers sold a good part ‘of this Canadian wheat 
to many vendees. We have to trace the disposition of the wheat. 
Each one of those vendees becomes a case. We have to ascertain 
whether that wheat got into the IWA program, not only whether 
the importer put it in but whether his vendee put it in, so there could 
be any number of them. 

Senator Anperson. Mr. Sarrapede, have you attempted at any 
point to estimate how much of this frost-damaged Canadian wheat 
came into this country as unfit for human consumption in all? 

Mr. Sarrapepe. Yes, sir. We have made surveys at points to ascer- 
tain how much Canadian wheat came into the country. We had 
certain cutoff periods in 1952, because those were the dates on which 
we completed our surveys. We checked at Buffalo and we checked 
at Duluth-Superior and Minneapolis, and out on the west coast, and 
at Milwaukee and Chicago, to find out who had imported Canadian 
wheat. We are opening up our cases on that particular point. 

Senator Anperson. What total figure did you arrive at? Do you 
have anything? 

Mr. Sarrapepe. The particular letter which was read to you by 
Mr. Garthoff tells you what our surveys disclosed in the way of C: 
nadian wheat importation. 

Senator WeLker. Can you tell us how many? 

Mr. Sarrarepe. At Buffalo, for ex: ample, Januar y 1— 

Senator Weixer. Do you have the total ? 

Mr. Sarrarepe. About 34 million bushels. That is not as of today, 
because additional Canadian wheat has come in since the time of 
these surveys. I think GAO has a figure on importation that may be 
more current than ours. 

The Cuarrman. The letter from Secretary Brannan indicates, in 
the last 214 years, upward of 60 million bushels—63 or 64 million 
bushels. 

Senator We.ker. Would it interfere with your investigation to tell 
me how many bushels of good American domestic wheat are needed to 
blend with this wheat imported from Canada that is not fit for human 
consumption, so that it might be sold as was done in this instance? 

Mr. Sarrapepe. I would not know the answer to that question. I 
am not a technician on grain. 

Senator WetKker. Who would know that? 

Mr. Smirn. I could give you an answer, sir. It may not be a com- 
plete answer. As disclosed in the Flour Mills case they used varying 


> 


percentages, ranging from 35 percent of damaged Canadian wheat 
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downward. It depended on the type of flour that they wanted to 
produce. 

Senator Anperson. Would 5 percent be an average figure of what 
they blended ¢ 

Mr. SMITH. In some so called domest ic mixes for flour I think they 
used 5 percent. 

Senator Weiker. Five percent of what do they use? 

Mr. Smirxn. They used 5 percent Canadian wheat to 95 percent 
American wheat, or damaged wheat in proportion to sound wheat. 

Senator WeL_ker. That is only with respect to Flour Mills, Inc. ? 

Mr. Smiru. Yes, sir. 

Senator We_ker. Do you have anything about Commander-Larabee 
or Transit Grain, or any of the others? 

Mr. Smiru. Transit handled only wheat—no flour. We have 
nothing on Commander-Larabee. 

Senator WeLKer. I assume that is in the period of investigation 
now. You are going forward with that to ascertain that? 

Mr. Sarrarepe. Yes, sir. 

Senator ANpDERSON. Where did you get the 35 percent figure? What 
would that be ? 

Mr. Smirn. That was in Flour Mills of America, on their export 
mixes. However, it varied, depending, of course, on the percentage 
of os amage that was present in the Canadian wheat. 

enator Anprerson. I used the figure of 5 percent, and I referred 
to ‘the transportation or shipment. There is a tolerance there, and 
they can mix about 5 percent poor wheat and not lose their grade. 
Do you testify that the Flour Mills of America mixed as much as 35 
percent of the so-called dam: ged Canadian grain into the flour that 


they shipped abroad under the International Wheat Agreement pro 


oram 4 

Mr. Smiru. Yes, sit 

Senator Anperson. What price did the Government pay for that? 
Did they pay a regular price for that under the International Wheat 
Avreement ¢ 

Mr. Garruorr. The importing country’ The country which 
received It ¢ 

Senator ANDERSON. Yes. 

Mr. Garruorr. They paid the International Wheat Agreement 
price, which is roughly 65 cents per bushel—wheat equivalent basis— 
under the United States market price 

Senator HickrenLoorer. And we paid the subsidy 4 

Mr. GaARTHOFF. Yes, s 

Mr. SmirnH. Senator. it was called to my attention that damaged 
Canadian wheat milled straight would produce an acceptable edible 
flour—perhaps not of high quality, but edible. 

re Wevker. You can do that with wild oats, too. 

Senator ANDERSON. You can make flour of potatoes, can you not / 

Mr. Sarrarepe. Yes, sir. 

Mr. Garruorr. Senator Anderson, your 5 percent looks like a very 
good figure. Five percent is the proportion of Canadian wheat rep- 
resented in the total Commodity Credit shipments out of the Gulf. 

Senator We.ker. That is not what we asked for. 

Senator Anprerson. The reason I used the 5 percent figure: I just 
happened to know that that is about what it would take before you 
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had to change the grade. They can take perfectly good wheat and 
mix 5 percent of the poor stuff in it and not change the grade. It does 
not drop until it gets below that. That is why they would do it. It 
shows they knew what they were doing. 

Senator WeLker. To be sure I understand: How much of the Cana 
dian wheat was mixed with the wheat of Transit Grain Co., of Fort 
Worth, if you know / 

Mr. Garruorr. Transit Grain Co., owned the Canadian wheat. 

Senator WerLker. Sir/ 

Mr. Garrnorr. Transit Grain Co., as far as I know, owned only 
Canadian wheat insofar as we are concerned with any of their wheat. 

Senator Weixer. I understand that. They bought that. Did they 
not mix it before they shipped it ¢ 

Mr. Garruorr. I do not know what Transit Grain did, sir. Their 
erain was used by the elevator to mix in with other orain to fill the 
Commodity Credit orders for shipment. 

The Cuairman. When you were out of the room he explained that 
the mixing was done by the public elevators, and not by the Transit 
Grain Co., but when the public elevator was directed to load out so 
much Commodity Credit wheat they mixed the Transit Grain Co.’s 
low-grade Canadian wheat with it. 


Senator HickeNnLoorrer. What did the Transit Grain Co. get for 
that Canadian wheat they sold to public elevators for mixing pur- 


poses ¢ 
Mr. SARRAPEDE. They fot an exchange creclit on the books of the 
elevator for No. 2 wheat. 
Senator Hicken.oorrer. Which was $1 a bushel 
paid for it? 
Mr. Sarrarepe. I do not know whether it is $1. 
Senator Hicken Loorer. According to t] 
Mr. SArrRAreprE. Something under a dollar. 
Senator EvLenper. They did not import it directly. It went 
through several hands before it got to the Transit Co., I presume; is 
that rig! 


more thar they 


fioures this morning. 


ht ¢ 
Senator Anprerson. The cost at Houston was $1.86 ar d the 
they go! for No. 2 at Houston was $2.50. So o1 
had 64 cents profit pei bushel. 
Senator Hicken.Loorer. The import price this 
$1.60. 


rice 
i million bushels they 


morning Was set at 


Mr. Sarraprepe. There were 1 million bushels of Canadian wheat 
involved, Senator Welker. 

Senator Hicken.Loorer. So that actually the mixing elevator paid 
on the basis of No. 2 wheat ? 

Mr. Sarrarepe. Paid Transit ? 

Senator Hi KENLOOPER, Paid Transit on the basis ot a price fol No. 
2? wheat. 

Mr. Sarrarepe. The mixing elevator gave them a book adjustment 
for No. 2 wheat in lieu of the Canadian wheat that Transit had orig 
inally been credited with. 

Senator Hi KENLOOPER. ] suppose they cid represent 1t to be No. 2 
wheat when they sold it, or did they sell it 


as damaged Canadian 
wheat? Do you know? 


34117—53——6 
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Mr. Sarrapepe. Just how it was settled on the basis of dollars and 
cents by and between the elevator and Transit, I do not know. 

Senator Hickentoorrr. Here is what I mean: The wheat company, 
Transit, when they sold it to the elevator they mixed it—did they sell 
that wheat to the mixing elevator as No. 2 wheat or did the »y se IT it to 
the mixing elevator as Canadian wheat 4 

Mr. Sarrareve. They did not sell it to the elevator. 

Senator HickenLoorer. To whom did they sell it? 

Mr. Sarrarepe. They stored it at the elevator. 

Senator Hickrentoorer. Who mixed it? 

Mr. Sarrapepe. The elevator mixed it with other wheat, commingled 
it with other wheat, and disposed of it that way. Instead of giving 
Transit credit for Canadian wheat they changed that, because they 
had mixed out some of the Canadian wheat and gave Transit a book 
adjustment for No. 2 wheat. 

Senator ANpERSON. I have just one question. We had testimony this 
morning that Transit Grain Co. was a corpor: ation, did we not? 

Mr. Sarrapeve. I was not here this morning. 

Senator Anprerson. How much were they capitalized for? I am 
wondering how much their excess profits tax on $600,000 for 1 year 
would be? How large is the capital stock? 

Mr. Sarrarepe. It is a corporation. It has a present net worth of 
$400,000. 

Senator Anperson. A $600,000 gain on a $400,000 net worth would 
indicate that all profits above $25,000 would be subject to excess profits 
taxes. The excess base would be pretty good. 

Mr. Chairman, I suggest that this matter, having been referred to 
the Department of Justice, also be referred to the Bureau of Internal 
Revenue. There isa good possibility that there is a profit there by this 
transte r that might not be realized. 

The Cuairman. Without objection that will be done. 

Senator Anperson. The minute they got this wheat transferred, 
from Canadian wheat to No. 2 wheat, they had a profit, whether they 
sold it or did not. 

The CHatrMAN. That will be done, Senator Anderson. 

Mr. Sarrapepde. In fairness to Transit we might mention that the 
company has requested—Transit Grain Co. has requested—that re- 
sponsible officials be advised of their willingness to repay any damage 
caused by the inclusion—— 

The CuarkMan. You mean Transit Grain Co. ? 

Mr. Sarrapepe. Yes, sir; by the inclusion of damaged Canadian 
wheat in all cargoes. 

Senator Weikxer. When did they do that? 

Mr. Sarrarepe. Recently. 

The Cuarrman. How recently ? 

Mr. Sarrapeve. It may have been this year, or December 1952, after 
our original investigation. 

The Carman. Quite a few things have happened in the last week 
or so, 

Mr. SarrapeDe. Oh, yes, sir. 

The CHAIRMAN. ng you finished your story, Mr. Garthoff? 

Mr. Garrnorr. Almost. Just a couple more statements. 

The Cuarman. You started about 214 hours ago. 

Mr. Garruorr. I am sorry I have not made better progress. 
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The Cuatrman. I do not think the time has been entirely lost. 

Mr. Garrnorr. In connection with Commander-Larabee Co., I 
would like to say that their claims for export payments are sub- 
mitted to the PMA commodity office in Minn apolis. There is no 
connection between them and the Dallas office, so far as I know, with 
respect to their transactions. 

Just to summarize: The transit grain case, which involved exports 
for CCC and for three commercial exporters. The two voluntary 
refunds by Flour Mills of America and Commander-Larabee Milling 
Co. The survey which has been made of the five ports of entry. 
This is the extent of the information we now have on the use of this 
Canadian wheat under the IWA. As Mr. Sarapede indicated, from 
there on, other investigations are being made wherever there is a lead. 

I would like to say one more thine. I cannot conceive that Mr. 
McArthur could have had more than general reference to the possi- 
bility of Canadian wheat being used. The first specific information 
we had—the first specific evidence that Canadian wheat had been 
exported under the [WA—came to us from the Director of the FBI 
in a letter dated February 8, 1952, addressed to the Administrator, 
PMA, and as a result of that we asked that C. and I. conduct the in- 
vestigation, which they did conduct. 

Immediately thereafter we issued the cautioning memorandum to 
the trade, and these other developments have taken place. 

As far as I know, we were not prey iously contacted by the General 
Accounting Office. I recall that one of their investigators called upon 
me and was very kind about disclosing all that they had found, and 
I told him all that I knew in connection with it. I am very sure 
that at that time I gave him copies of our memorandum of March 
21, and told him what we had done in that respect. 

Under the IWA, we have taken every precaution we felt was feasible 
and possible to see that no Canadian wheat has been exported, and 
until we received this memorandum from the Director of the FBI, 
we had no inkling that such could be taking place. 

Whenever we see a brand of flour which looks like a Canadian brand, 
we investigate it before we make payment under the LWA. If it 
sounds like a Dominion name, we find out whether United States 
wheat was used in the milling of that flour. 

Senator HickrnLoorer. How did the FBI turn this up? 

Mr. Garruorr. The FBI transmitted to us a memorandum from 
their Houston office setting forth information from the Deputy Col- 
lector of Customs at Houston. That is the source of the information. 

I think that is all, Mr. Chairman, that I have, except to answer 
your questions. 

The CuarrMan. Do you have any questions, Senator Hickenlooper ? 

Senator HickenLoorver. No, sir. 

The CHarrMan. Senator Anderson ? 

Senator ANDERSON. No, sir. 

The CuHatrmMan. Senator Ellender ? 

Senator ELLENDER. None. 

The CHarrMan. Senator Welker ? 

Senator Werker. None. 

The CuHatmmman. The Chair wishes to thank the witnesses who have 
appeared before us today, and for the information which they have 
given. 
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The committee has had at least one request from a person who 
desires to testify in regard to this matter, claiming to have some in 
formation, presumably, that was not presented to us. However, in 
view of the fact that the Department is now engaged in an intensive 
investigation of the matter, and the GAO is also engaged in an in- 
vestigation of this matter, and we will probably know a great deal 
more about the whole picture in another 10 days or 2 weeks, it seems 
advisable to recess on this particular suggestion until such time as 
they may have more to report to us. 

Certainly as a committee we are concerned with the effect of this 
practice, which has been divulged here, on the International Wheat 
\greement, on the general economy of the United States, and par 
ticularly its effect on the farm support prices program, which cannot 
be good. 

We are also concerned about an interpretation of the order which 
was issued, I think, in 1941, limiting the amount of millable wheat 
to be imported to 800,000 bushels when the evidence shows that in 
the last 2 and a half years over 60 million bushels have been imported, 
« considerable part of which has been used for milling and export 
purposes, 

Che situation looks rather more serious than it did to your chair 
man at the time he called this hearing to hear the reports of the various 
Government departments—the GAQO, Customs Bureau, and the De- 
partment of Agriculture. 

Therefore, as soon as it appears that there will be more important 
nformation to be placed before the committee, we will again consider 
the matter which we have been taking up to date. 

Senator ANpERSON. Could I ask one further question ¢ Flour Mills 
of America, by this testimony, purchased a million bushels of this 
frost-damaged Canadian wheat and imported it. 

The chairman has pointed to the very limited amount that can be 
limMporte ad for milling. They purchased more than that themselves 
und they mixed, according to the testimony, as high as 35 percent of 
this Canadian wheat in J] shipment that you! organization inquired 
about \re you still buying from them ¢ 

Mr. Garruorr. Are we still permitting them to report transactions / 

Senator ANpERSON. Yes. 

Mr. Garrnorr. We are permitting them to do so, Senator Anderson, 
because we do not have proof that they knew it, and we are leaving 
that 

Senator ANpERSON. How much proof would you need ¢ 

Mr. Garruorr. May I say this 

Senator Anprrson. They voluntarily returned $112,000. They did 
not do that because they went to Sunday school that day. 

Mr. Garrnorr. We are leaving it to the Department of Justice to 
determine whether or not fraud is involved. 

In the meantime, if they report transactions to us and accrue credits 
to them for subsidy payments, the payments are being withheld. So 
the more transactions they report, actually, the more in the kitty the 
Government will have to apply against the claim. 

Senator ANpERSON. You mean, the less the Government will have 
to pay out! 

Mr. Garrinorr. The more the ee would have of thei 
money to apply against the claim against Flour Mills of America. 
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Senator ANpErRsON. But it would not have any of its money because 
they report some transactions, 

Mr. Garrnorr. Perhaps so. May I say 

Senator ANbDERSON. You do not get money because you set up a 
credit to somebody on the books. That is a liabiliy to you, isn’t it? 

Mr. GarrHorr. Yes, sir. 

Senator ANpbeRsoN. You have more liability then, as they keep 
reporting ¢ 

Mr. GarrHorr. If they were legally entitled to it, we would have 
more of an offset. 

Senator Anperson. Wouldn’t you think that the part of wisdo 
would be to be a little careful with whom you deal after you have had 
your fingers burned ¢ 

Mr. Garrnorr. Yes, sir. May I thank you for asking the question 
for this reason : the case is not nearly as conclusive as one might think. 

Unwittingly we have given you the impression that Flour Mills of 
America imported all this wheat into the United States. Most all of 
the wheat that Flour Mills of America used in milling which was 
exported under the IWA they purchased on the Minneapolis market 
under United States grades. 

Senator Anprerson. Well, would they not have notice that it was 
not domestic wheat ? 

Mr. Garruorr. They claim not. 

Senator Weriker. Are you going to believe them on that? Why 
would they not have notice of that ? 

Mr. Garruorr. The evidence is all in the report for the Depart 
ment of Justice to evaluate. 

Senator Wetxker. Let us take you for a moment and leave the 
Department of Justice out of it. Why would they not have notice 
of it? They know when they are buyit ng domestic wheat or bad 
wheat. They are certainly not going to buy a pig in a poke, are they / 

Mr. Garrnorr. There are quantities—I do not know how much— 
of damaged United States wheat available from time to time. 

Senator Wetker. They bought this in Minneapolis. When they 
bought that they knew they were buying damaged Canadian wheat, 
the same as they would if they bought damaged American wheat ? 

Mr. Garrnorr. I do not know. 

Senator Anperson. It is important, this testimony. Do you tes- 
tify now that the Flour Mills of America bought this wheat on the 
open Minneapolis market and had ho knowledge it was Canadian 
wheat ? 

Mr. Gartrnorr. No, sir. 

Senator ANprerson. I would like to have read back what you said. 

Mr. Garruorr. May I clarify? 

Senator Anperson. I want you to. 

Mr. Garrnorr. They bought it on the United States market under 
Minneapolis grades. They claim they did not know it was Canadian. 
[ do not know. 

Senator ANnperson. I am not trying to pin you down. 

Mr. Garrnuorr. The fact they bought it under United States erades 
on the face of it would imply it was United States wheat. Only 
imply. 

Senator ANDERSON. Somebody has been investigating this thing 
for months. I want you to bear with me, Mr. Sarrapede. You 
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investigated this for a long time. You certainly checked the origin 
of this wheat, didn’t you ¢ 

Mr. Sarrapepe. Yes, sir. 

Senator Anperson. Where was it bought? 

Mr. Sarrarepe. Part of it was bought at Minneapolis. 

Senator Anperson. Where was the rest of it bought ? 

Mr. Sarrarepe. Part of it was imported. 

Senator ANperson. By them? 

Mr. Sarrarepe. By them. They purchased it from McCabe, 
Canada. 

Senator ANpEerson. Would you care to change the statement you 
made in the record ? 

Mr. Gartnorr. I meant to say most of the wheat. 

Senator Anperson. But you did not. 

Mr. Garrnorr. May I change it? 

Senator ANpERSON. Yes. 

Mr. Garrnuorr. Yes, there was a small part they imported. 

Mr. Sarrarepe. Actually they imported close to a million bushels. 

Senator Anperson. How small do you think a million bushels is, 
if they only used 1,200,000 bushels? A million bushels is a small part 
of 1,200,000 bushels ? 

Mr. Garrnorr. Senator Anderson, I think the report shows they 
used only a small part of the million bushels under IWA. 

Senator Anperson. We were not talking about what they used. 
You said they bought this wheat in the Minneapolis market. Now 
we find they bought some of it in Canada. 

Mr. Garrnorr. But only a small part of it. 

Senator Anprerson. Now the testimony is that they bought 1 mil- 
lion bushels of it in Canada, and 250,000 bushels in the United States. 
Is it your idea in arithmetic that 1 million is a small part of 1,200,000? 

Mr. Garrnorr. No, sir. If you permit me to say what I have in- 
tended to say—— 

Senator Anperson. I am sorry if I prevented you from saying what 
you intended to say. You testified freely. 

Mr. Garruorr. My testimony was intended to refer to transactions 
under IWA. I appreciate this opportunity to clarify that. 

Senator ANpEerson. When they bought 1,257,000 bushels and mixed 
those into their bins, how are you able to tell which particular grade 
of wheat was used under your program and which particular grade 
of wheat was used under this program. 

Mr. GarrHorr. I am relying on the report. The IWA milling 
which they did was done under production orders which were specific. 
They were milling to fill these orders. It came from certain bins and 
the report indicates the quantities that were Canadian. I am only 
relying on that. 

Mr. Sarrarepe. I would like to say that with respect to the million 
bushels that came in from Canada, they purchased from McCabe; very 
little of that was milled into flour which got into IWA. 

Senator Anperson. They resold it? 

Mr. Garrnorr. It was my intention 

Senator Anprerson. I think it was, too, but I do not think the record 
was clear unless it was brought out. And Mr. Sarrapede testified that 
450,000 bushels had been resold to some other organization. That 
was Canadian wheat, was it not ? 
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Mr. Sarrarepe. Yes, sir. 

Senator We_ker. You made a very poor record there, I will say 
that for you, until Senator Anderson clarified it. Who owns this 
Flour Mills of America, Inc.? Do you have a list of the owners ¢ 

Mr. Sarrarepe. Flour Mills of America is a Delaware corporation 
and the president is Henry Cate, the vice president is W. R. Duerr. 
There are two other vice presidents, T. A. O’Sullivan and W. H. 
Thompson. The secretary-treasurer is O. J. Spauldin 

The working capital at May 31,1951, almost $4 million. Outstand- 
ing capital stock, $3,600,000, approximately. Net worth, $9 million. 

Mr. Garruorr. Mr. Chairman, might I say that after my narrow 
escape in getting something into the record which I had not intended, 
that this is the first time that I have testified before a Senate com 
mittee, and I was rather timid about it before the testimony. I do not 
feel that way now. Ithasbeena pleasure. I feel that you have helped 
me and I will tell you everything I know. 

The CuatrmMan. We are glad of that. 

Senator Weiker. Do you have anything else to tell this committee 
that you haven’t been asked ? 

Mr. Garrnorr. I have nothing else. No, sir. I meant that I would 
be glad to answer any questions. 

Mr. Sarrapepe. I would like to say that during the course of this 
whole situation, when it was first brought to our attention, we have 
worked closely with GAO and customs, and that they have been very 
helpful, and we appreciate the help that we have received from them. 
I think we worked together rather well on it. 

The Cuairman. The chair is delighted that the Department of 
Agriculture and GAO are working very closely together. 

Next Monday afternoon at 3 o'clock, the committee will consider 
the nomination of five men who have been nominated as Directors of 
the Commodity Credit Corporation. 

Senator WeLker. May I leave my proxy with Senator Aiken? 

The CHatrMaN. It is so ordered. 

(Thereupon, at 4:45 p. m., the committee adjourned.) 
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WEDNESDAY, MAY 13, 1953 


UNITED STATES SENATE, 
CoMMITTEE ON AGRICULTURE AND Forestry, 
Washington, BD. é. 

The committee met, pursuant to adjournment, at 10: 15 a. m. in room 
324, Senate Office Building, Washington, D. C., Senator George D. 
Aiken (chairman) presiding. 

Present: Senators Aiken (chairman), Williams, Schoeppel, and 
Anderson. 

The Cuatmrman. The committee will come to order. 

This hearing is a continuation of one held at an earlier cate, wh ch 
was postponed for reasons made known at that time. In order that 
we may be brought up to date and refreshed on the purpose of this 
hearing, ] will read a short Statement Giving the reasons why we are 
continuing this hearing today. 


The committee held a hear Y O} th matter on January 29, 1930, 
as a result of disclosures made in a GAO audit report that imports of 
Canadian wheat, classified as “unfit for human consumption,” had 
increased creatly, begin ne im 1950. I} eat was entered under 
paragraph 729 of the Tariff Act which p s this class of wheat 


to enter without quota restriction at a pre ferential rate of d ty ol 
5 percent ad valorem instead of 21 cent per bushel, primarily to 
meet the needs for livestock feed. The audit of GAO and invest ra 
tion by C. and I. of PMA disclosed that during 1950, 1951. and 1952 
nearly 60 million bushels of this wheat was imported into consumption 
of the United States, or shipped intransit through the United States. 
A close approximation cannot be made at this time as to the amount 
of this wheat which was actually used for purposes other than human 
consumption, but on a preliminary check, GAO found that out of 
8 million bushels brought into this country, about one-half million 
bushels were used for industrial purposes and 600,000 bushels for 
animal feed. The remaining 7 million bushels were milled into flour 
for human consumption, used for upgrading of other wheat, was still 
in storage, sold as imported, or shipped out of the district. A substan 
tial amount of this wheat entered the IWA program and subsidies 
were paid thereon. Over a million bushels were shipped to gulf port 
elevators and there mixed with wheat owned by CCC, such wheat 
thereafter being shipped to foreign governments and foreign purchas 
ing missions as good American wheat. These apparent fraudulent 
operations involved irregular payments to various individuals of more 
than $100,000. Such information is now in the hands of the Depart- 
ment of Justice and it is hoped that speedy prosecution will follow 
in those cases where the ey idence indicates a violat ion of any Federal 
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civil or criminal statutes. A good percentage of the importation of 
nearly 60 million bushels of this wheat over a period of 3 years on a 
tariff loophole undoubtedly displaced the sale of good United States 
wheat, thereby costing the taxpayers of this country a considerable sum 
of money. Such importations make our import quota limitation inef- 
fective, injure the American farmer, disrupt price-support and other 
programs, and permit a small segment of importers to reap a harvest 
at the expense of the Government and our foreign customers. ‘The 
Secretary of Agriculture, on March 10, 1952, stated that Canada had 
almost 250 million bushels of wheat which will grade no better than 
wheat feed. It is therefore necessary to take prompt action to correct 
this loophole in our tariff laws, and the present meeting is being called 
to consider a new Treasury decision proposed by the Bureau of Cus- 
toms to correct same. We have also invited representatives of the 
Department of Agriculture, the Food and Drug Administration, 
and GAQ. 

We have as witnesses this morning Mr. Stephen S. Sarrapede, 
Deputy Chief of the Office of Compliance and Investigation, Pro- 
duction and Marketing Administration, also Mr. W. E. Higman, 
Chief of the Division of Classification, Entry and Value, Bureau of 
Customs, and E, J. Murphy, Deputy Director, Grain Branch, Pro- 
duction and Marketing Administration, and representatives of the 
Food and Drug Administration are also present. 

Our first witness will be Mr. Stephen Sarrapede from the Office 
of Compliance and Investigation, of the Department of Agriculture. 
Mr. Sarrapede, will you give us a report on your investigations since 
January 29, which was the last time you appeared before the com- 
mittee and stated that the investigations were not complete at that 
time. 

You may go ahead and tell us what you have found with regard 
to the misuse of wheat imported from Canada. 


STATEMENT OF STEPHEN S. SARRAPEDE, ASSISTANT DIRECTOR, 
OFFICE OF COMPLIANCE AND INVESTIGATION; AND NORMAN S&S. 
SMITH, ASSISTANT CHIEF, GENERAL INVESTIGATIONS DIVISION, 
OFFICE OF COMPLIANCE AND INVESTIGATION, PRODUCTION AND 
MARKETING ADMINISTRATION, UNITED STATES DEPARTMENT 
OF AGRICULTURE—Resumed 


Mr. Sarrarepe. Since the last time I was here we have submitted 
approximately 21 reports to the Senate committee and they contain 
the results of the investigation which was conducted by the Office 
of Compliance and Investigation in our efforts to trace the disposi- 
tion of Canadian wheat. There are 17 additional cases which are 
actively under investigation at the present time. And there are 15 
more which are not actively under investigation but which we con- 
template investigating in the future, as soon as we can dispose of our 
present case load. 

Senator Anperson. All of those involving improper use of this 
grain? 

Mr. Sarrarepe. Our objective is to ascertain whether or not this 
grain was improperly used. We do not know what our findings will 
be. We have found in certain instances that considerable quantities 
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of the Canadian wheat were used for feed, but in other instances we 
have found that the wheat was blended with other wheat and ex 
ported from the country either under IWA or not under IWA, and 
of course when it was under the IWA, subsidies were claimed. 

In other instances we have found that the wheat was manufactured 
into a flour. 

Senator Anprerson. Could you separate these as we goalong? Was 
there more than one instance where it was blended with other wheat 
and a subsidy collected from the Government under the International 
Wheat Agreement / 

Mr. Sarrapvepe. We have developed seven instances where Canadian 
wheat was blended with other wheat and exported from the country 
under IWA, either in the form of wheat or as flour. 

Senator WituiamMs. What year was that? 

Mr. Sarrarepe. The bulk of these were in 1951, some in 1952. 

Senator Witttams. When was it first discovered ? 

Mr. Sarrarepe. The discovery with respect to the shipments out ? 

Senator WiiutaMs. Yes. 

Mr. Sarrarepe. They were discovered through investigation, and 
that was, in connection with one case, within the last year, but with 
respect to the balance of the cases, within the last 6 or 7 months as 
we conducted investigations. 

Senator Anperson. Mr. Sarrapede, on the previous occasion that 
you were here, we mentioned the individuals, the firm that had done 
most of this exporting. Probably they got a little adverse publicity 
out of it. Is there any reason why the other firms which = e been 
improperly collecting a subsidy on this should not have their names 
brought into this? That is probably the only way that von will 
stop this foolishness. 

The Cuatrman. I believe, Senator Anderson, that at that time the 
investigation was not complete regarding the firm whose name has 
been mentioned. I think that has been completed since and Mr. 
Sarrapede will give us the findings. 

Senator ANpEerson. Do you see any reason why we should not 
mention the cases, where they are, or who they are? I wish you 
would state frankly. 

Mr. Sarrarepe. All of these cases are with the Department of 
Justice. There they are being considered for civil and criminal 
prosecution. We have certain findings. Whether or not those find- 
ings are conclusive I think is a question for the Department of Justice 
to decide. If we bring out information here affecting these com- 
panies, it could have the effect of blackening their reputations. Yet, 
when Justice finally considers the cases they may decide that we do 
not have a criminal case. So we would have a situation where the 
company—— 

Senator Anperson. Regardless of whether you have a criminal 
case or not, if a company has taken wheat that is brought into this 
country as unfit for human consumption, and has then moved that 
wheat in the International Wheat Agreement for human consump- 
tion, or has milled it into flour and shipped it abroad for human 
consumption, whether you have a criminal case or not you have a case 
that ought to be publicized, do you not think? 

Mr. Sarrapvepe. If they have done those things knowingly I am 
inclined to agree with you. But many of these companies, when they 
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acquired the Canadian wheat, when they purchased the wheat, were 
not advised by the vendors that it was of Canadian origin. 

Senator WiuiaMs. Just a moment, at that point. Then somebody 
down the line did do something wrong. I can understand how Mr. 
X might have bought it when it was represented as American wheat 
But do you have the name of that fellow who misrepresented it to this 
man ¢ 

Mr. Sarrarepe. I have the name of that company and that company 
contends that they made known the origin of this Canadian wheat. 

Senator Wiiu1aMs. That is the point. If we bring this out in the 
open, we can establish who is responsible. Somewhere down the line 
there is a violation of the law. 

The CHarrMan. Mr. Sarrapede, we have found from time to time 
that certain persons have clearly violated the intent of Congress, 
have found ways of getting around the law, perhaps escaping convic- 
tion for a crime through a technical Joophole in the law. 

What we are concerned with in this committee is not the convict 
ing and sending to jail of criminals but to devise ways and means of 
preventing persons from escaping the intent of the law. Unless we 
know what they have done in this respect, we just do not know how to 
plug those loopholes. Frequently it is more important to plug a loop- 
hole to prevent widespread violation of the intent of the law and its 
disastrous effect upon farm programs and other parts of Government. 
than it is to finda person and send him to jail. 

Senator AnprersoN. This committee has the responsibility of pro- 
tecting the American farmer. The dumping of millions of bushels of 
Canadian grain on an already swollen market has a very disastrous 
effect on the American farmer. I do not care whether the fellow who 
bought it claims he was not told it was Canadian wheat or not. 

If you will just get enough information out about this for awhile 
the next time he buys some of this he will stop to ask whether it is 
Canadian wheat and make somebody put it in writing that it is not 
Canadian wheat, and he will make sure that he is not violating the 
purpose of the law. 

Senator Wriruiams. Is there not a restriction somewhere on the 
Canadian wheat where its description must be put in writing? 

Mr. Sarrarepe. Where it must be put in writing? 

Senator Wiiurams. Yes. Or can you let it lose its identity when 
it comes into the country ¢ 

Mr. Sarrarepe. I think it can, if it comes in outside of bond. 

Senator Witi1aMs. But, if it comes in as wheat which is identified 
as unfit for human consumption at a lower duty, do you not have to 
retain the identity of that wheat to follow through ? 

Mr. Sarrarepe. I do not believe so, sir. 

Senator Anperson. Are you sure about that? Is that within your 
field to testify? 

Senator Wiiuiams. Is there someone who could answer that? 

Mr. Sarrarepe. Through investigation I think we have the answer 
to that question. It is not necessary to maintain the identity of that 
wheat. That is my information. But someone from Customs could 
tell you. 

Senator AnpErson. All you have to do is smuggle it into the country. 

Mr. Sarrarepe. Pay your duty on it. 
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The CHatrMaAn. Possibly it would help if Mr. Sarrapede would give 
us the names of the major importers of this Canadian wheat into the 
country. You have that. Certainly that could not have any unfair 
effect upon the future of these people. 

We had some names mentioned. 

Mr. Sarrarepe. Yes. 

The CHarrmMan. When you were here before, the case of the Transit 
Grain Co., I believe the Bunge Co. wes mentioned, Flour Mills of 
America, Cargill. 

Senator WititiAMs. We should have the names of the fellows who 
are specifically responsible. 

Senator Anperson. Can we get from him the names of the people 
that their investigation shows have improperly used this wheat? They 
may have a defense. They may be able to say that this was sold to 
them as good wheat. If so, they can clear their names very quic kly, 
and they will pass it back to the next person, and maybe he can cleat 
his name and pass it back to somebody else. But somewhere down the 
line you will be able to pin down who did this job. I think, if you start 
with the list of the people who got this Improper wheat, you will | 
able to trace it after a while. 

Suppose there was an issue of spurious $10 bills floating around 
this community and they found them on a number of prominent 
people. Those people would try to establish where they got these bad 
bills and try to prove that they were not counterfeiters. This is not 
exactly comfortable, but these people have done something that I 
think is completely reprehensible. I am particularly incensed over 
the fact that they take wheat unfit for human consumption and mill it 
particularly for soldiers in other parts of the world. I just cannot 
understand how they did that. But they C if 

Let them explain it to the GI’s in their home community, why they 
sent out to other people in far parts of the a l this wheat that is unfit 
for human consumption and milled into flour. 

The Cuarmman. I think it would be well for Mr. Sarrapede to give 
us the names of the major importers. Of course, they are available 
from other agencies of the Government anyway. If you have those 
convenient, would you give those? 

Mr. Sarrarepe. The major importer is the Bunge Corp. 

Senator Anperson. Is there any showing at any point that they did 
anything wrong with this wheat ? 

Mr. Sarrarepe. Considerable quantities of this Canadian wheat 
which Bunge imported were sold to others and used by others in manu- 
facturing flour or in blending the wheat with other wheat so that a 
better grade could be secured, and then it moved into— 

Senator AnprErson. Better or poorer? 

Mr. Sarrapepe. A better grade. 

Senator Anprerson. Better orade on the wheat and poorer grade of 
flour? Or better grade on the wheat ? 

Mr. Sarrapepe. Better grade on the wheat. And then moved into 
food-consumption channels. Parts of it moved into export. We 
have developed 1 or 2 instances where Bunge acquired flour from 
the very people to whom they sold Canadian wheat, and as far as 
our evidence is concerned it is indicated that when they acquired the 
flour they did not realize that it had been manufactured in part from 
the very Canadian wheat which they had sold that particular concern. 
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That flour went out under the TWA program in 1 or 2 instances. 

The Cuarrman. And a subsidy would have been paid on it? 

Mr. Sarrapepe. A subsidy was paid on it. 

Senator ANperson. And a subsidy has been paid ¢ 

Mr. Sarrarepe. It has been. 

Senator Anprerson. Was it recovered ? 

Mr. Sarripepe. The case has been submitted to the Solicitor’s Office, 
and it has gone to Justice for both civil and criminal consideration. 

Senator AnpErson. You mean Bunge has not voluntarily tendered 
back the money that it got ? 

Mr. Sarrarepe. So far as I know, not as of this particular date. 

Senator ANprrson. They are going to revise it? 

Mr. Sarrarepe. No. I do not know that they will resist. 

Senator Anprrson. The fact that they have not paid indicates they 
are not active about paying it back ? 

Mr. Sarrarepe. A formal claim has not been presented to Bunge 
as yet. 

Senator Anprerson. They must know what they owed, do they not? 
Didn’t we understand that when they first caught up with this, that 
the people who were corralled paid back the money ¢ 

Mr. Sarrapepe. Yes; but those people—— 

Senator Anprerson. Did not Transit Grain pay back ? 

Mr. Sirrapepe. No; Transit Grain has not paid back, to my knowl- 
edge. Flour Mills of America 

Senator Anprrson. Are they in a different position from the Bunge 
tye 

Mr. Sarrarepe. They are in this position: Bunge purchased flour 
which hs id been manufactured from Canadian wheat which had been 
previously imported by someone else. That differs from FMA where 
they imported directly in certain instances, and then exported it as 
flour into the IWA program. There is a distinction there. 

The Cuarrman. What was the approximate amount of wheat that 
the Bunge Corp. brought into this country—that is unfit for human 
consumption ¢ 

Mr. Sarrarepe. Bunge Corp. brought in approximately 6 million 
bushels of Canadian wheat. There is another concern—— 

Senator WittiAMs. Just a moment. Is that inspected at the border 
by any department agents? 

Mr. Sarrarepe. It is inspected on the boats. 

Senator Wittiims. By what agency ? 

Mr. Sarrarepe. I believe by the Department of Agriculture inspec- 
tors, or inspectors who are federally licensed. 

Senator Wittiams. And they determined that it was unfit for 
human consumption; is that correct ? 

Mr. SarrArepe. They determined that the wheat contained dam- 
aged kernels in excess of 30 percent, which puts it in that category. 

Senator WituiAMs. Is there not a law that once a cargo has been 
inspected and you regrade it in order to reclassify it to an upper 
grade you must call it to the attention of the same Department which 
originally inspected it? 

Mr. Sarrapepe. I am not certain of that, Senator. I do not think 
I know the answer to that question. 

Senator WituiaMs. Is there a Department of Agriculture official 
here? I am inclined to believe that once you have established a 
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grade, an official grade on a cargo, that you cannot change that grade 
without the consent of the same agency. 

The Cuairman. I think Mr. Higman, of the-Customs Bureau, is in 
the room, and it might be well to have him answer your question right 
now. Mr. Higman? 

It is not that we want your testimony now, but could you answer 
that question of Senator Williams? 

Would you repeat the question, Senator ? 

Senator WiLuiAMs. Once the grade has been established on a cargo 
of wheat, can this importer change that grade through a blending 
process or any other manner without calling it to the attention of the 
agency ¢ 

“Mr. Hieman. If the shipment has been released from customs 
custody, so far as I know there is no requirement under any statute 
or any regulation of any Federal agency that the possessor of that 
wheat must call the attention to the fact that he has blended it, modified 
it, or used it for any particular purpose. 

Senator Witu1aMs. You may be right on importers, but I know 
that on shipments within this country, if you inspect a carload of 
produce at the shipping point and it is out of grade, and you ship it 
to the city and tear the placard out of that car and perhaps regrade 
and sell it as U.S. No. i, you are in violation of the law unless you go 
through and get the same department to reinspect it and certify that 
it is of a certain grade. 

Why won’t the same law be applicable to imports from some other 
country ¢ 

Mr. Hieman. There is nothing in the customs law on that point. 

Senator Witi1aMs. Is there anything in the Department of Agricul- 
ture’s rules whereby they can classify it out of grade one year and then 
switch it over? 

Mr. Hieman. I do not know, sir. 

The CnarrmMan. You might ask a representative of the Department 
of Agriculture when he comes on later. I think now we had better 
get on with Mr. Sarrapede’s testimony. Thank you, Mr. Higman. 
We will call on you later 

Mr. Sarrareve. In addition to the 6 million which Bunge acquired, 
of Canadian wheat, another company, Kellogg Milling Co., which 
is closely related to the Bunge Co., acquired an additional 2 million 
bushels. There is a total of 8 million bushels between those two con 
cerns in the Midwest. 

Senator ANpERsoN. Where is the Kellogg Co. headquartered ¢ 

Mr. SArrAPeDE. They are headquartered in the same building with 
Bunge at Mineapolis. As a matter of fact, I believe they occupy ad- 
joining office space. So there is a very close relationship between 
the two companies. 

The CHARMAN. Do they have interlocking directorates for the two 
onmapenees: ? 

Mr. Sarrapepe. I think actually, from an organizational standpoint, 
they are independent. But there was a personal relationship there. 
Mr. Kellogg at one time I believe was an officer of the Bunge C orp. 
I believe his son is employed by Bunge at the present time. I believe 
that from an organization st: indpoint they are two independent com- 
panies. But from an operation standpoint they are very closely re- 
lated. 
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We attempted to trace the disposition of Canadian wheat by Bunge 
and found that it made sales for domestic flour, that it made export 
sales other than under the TWA, that it blended quantities of this 
wheat in with other hard wheat and disposed of the wheat to other 
purchasers, and that smaller quantities of it were actually used for 
feed. 

All of the information with respect to Bunge is contained in the 
investigation report which we have made available to the Senate com- 
mittee. 

The CHatrMan. That has recently been sent to the Senate com- 
mittee and will probably be received today. 

Mr. Sarravepr. Yes, sir. As a matter of fact, all of these investi- 
gation reports have been submitted to the committee. 

Senator ANpErRsoN. When was the material made available to the 
Department of Justice ? 

Mr. Sarrarepe. This latest report on Bunge has not yet gone to 
the Department of Justice because it was just distributed within the 
last 2 or 3 days. 

But another report on Bunge which has to do with flour, and which 
was exported from the country under the IWA program, is presently 
in the course of being transmitted to the Justice Department. 

The CHamman. We understand that you have completed the in 
vestigation of the importations of the Transit Grain Co. Could you 
relate some of the things that you found as to the possible misuse of 
this imported wheat in this case? Or any other irregular activities. 

Mr. Sarrapepe. Transit Grain Co. brought down to the Gulf, after 
having purchased it from Bunge and Kellogg, approximately 1 
million bushels of Canadian wheat. They brought that into Houston 
and they brought it into New Orleans. That is not all of the Canadian 
wheat that Transit acquired. 

Due to our investigations, we have found several hundred thousand 
additional bushels which we are attempting to trace out at the present 
time. But with respect to the million bushels that went down to 
Houston and went down to New Orleans, that wheat, pursuant to an 
arrangement between Transit and the elevators, who blended out into 
CCC cargoes, and occasionally into cargoes that were being exported 
by private exporters. 

I testified with respect to that particular condition at those elevators 
at the last hearing. Was there anything special that you wanted me 
to bring before the committee ? 

The CuarrmMan. We are advised that there was some payment of 
cash money from the Transit Grain Co. to the operators of the 
elevators or the managers of the elevators who blended the grain 
for them. 

Could you give us any information on that? 

Mr. Sarrarepe. During the course of our investigations and since 
the last time I testified, we developed information that the elevator 
managers had received substantial payments from the Transit 
Grain Co. 

At Houston, for example, the elevator manager received approxi- 
mately $100,000 from the Transit Grain Co., and down at New 
Orleans—— 

The CnHatrrman. What was the name of the manager at Houston ? 
Mr. Sarrapepe. His name is Fellrath. 
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Senator Anverson. Did you get this in a way that you have been 
able to establish clearly that he got $100,000 ¢ 

Mr. Sarrarvepe. There is not any doubt that he got that money. 
We have the evidence to prove it. As a matter of fact we have a 
statement from him admitting it. 

Senator Anperson. When did he get it? 

What year? 

Mr. Sarrarepe. He got it in 1951 and 1952, the bulk of it. Actually, 
he commenced receiving it in 1949. 

Senator ANDERSON. Did he in his statement to you admitting that 
he had this money tell you whether he did or did not pay income 
taxes on it? 

Mr. Sarrapepe. He did pay income taxes on it. Actually, that is 
how we got our information originally, through tax returns. 

The Cuamman. Did you find, Mr. Sarrapede, if the man at the 
elevator, Mr. Fellrath, also received payments from other concerns 
which may have been handling Canadian grain—poor grain? 

Mr. Sarrarepe. He did receive payments from other concerns, but 
they are not necessarily tied in with Canadian = at. He may have 
been able to improve their stocks at the elevator by blending in lower- 
grade wheat with higher-grade wheat when they shipped out, and 
of course that gives them the benefit from the standpoint that they 
get a higher grade of wheat as a result. 

Actually, Mr. Fellrath told us that the main reason for his receiving 
these payments was, one, with respect to Transit, that he was able 
to tell Transit what the export commitments were of various exporters 
out of Houston, and, secondly, he was able to blend in low-grade 
wheat which Transit had put into the elevator into other stocks as a 
result of which Transit came out with a better grade, and of course a 
monetary advantage. 

The CuatrmMan. These other firms that had made payments to Mr. 
Fellrath, did you find that they handled any Canadian wheat that you 
know of, that they purchased from Transit or from any other source? 

Mr. Sarrapepve. We have not deve loped that vet by way of investi- 
gation, so far as Canadian wheat is concerned. We know that they had 
stocks at the elevator. There is : b possibit lity that those stocks m: Ly 
have contained Canadian wheat but that has not been definitely de- 
veloped at this time. 

The CyHatrman. This Canadian wheat in some instances was 
mingled with the Commodity Credit Corporation wheat of a higher 
grade, is that correct? 

Mr. Sarrarvepe. That is correct. 

The Cuarrman. Did you find that anyone connected with the Com- 
modity Credit Corporation was aware of the fact that this low-grade 
Canadian wheat was being mixed with the Commodity Credit grain? 

Mr. Sarrapepe. There is evidence in our investigation reports that 
back in August 1951 this matter came to the attention of the Dallas 
Commodity Office. 

Senator Anperson. Will you deal with that, because that is very im- 
portant. How did it come to the attention of the Dallas Commodity 
Credit Office ? , 

Mr. Sarrapepe. It came about in this way: Transit Grain Co. ap- 
parently was experiencing some difficulties down at the ports in dis- 


7 





34117—53 











G4 IMPORTATION OF FEED WHEAT 


posing of their wheat, and I believe that it may have been Customs 
which was objecting to the blending of this Canadian wheat into the 
export cargoes and the declarations not containing any information 
with respect to the foreign wheat which was being blended in. Since 
it had that difficulty it attempted, Transit did, to get the Dallas Com- 
modity Office to notify the forwarders that it was perfectly all right, 
that CCC was aware of it and had no objection to it. 

It is not as specific as that from the standpoint of evidence, but that 
is the indication that we get from the information that we developed 
during our investigation. 

Senator Anperson. And did the Dallas office so notify them ? 

Mr. Sarravepe. Actually, a letter was prepared emanating from 
the Dallas office which made no specific statement on that point but 
which generally stated that CCC had no Canadian wheat in store at 
the ports and therefore could not make any statement with respect 
to it. It was not authorized to make any statement with respect to it. 

Senator Anperson. Who prepared that letter? 

Mr. Sarrapepe. | believe that letter may have been written by Mr. 
Solomon. ; ; 

Senator Anprrson. Harry Solomon ? 

Mr. Sarrarepe. It was signed by him 

Senator Anpgrson. Did he sign it 

Mr. Sarrapepe. I believe he may have signed it. I am not certain 
on that point, Senator. 

Senator Anperson. He said that they had no grain down there so 
they could not help him out? 

Mr. Sarrarepe. Yes, sir. 

Senator Anperson. Who asked him to help them out? Do you 
recall ? 

Mr. Sarrarepe. The forwarders were having difficulty, the freight 
forwarders. They were having that difficulty ‘with customs and they 
wanted to get the matter cleared up, and, of course, a statement from 
CCC would help considerably to clear it up. That is the way it came 
about. 

Senator ANDE rson. Did they take it up directly with Dallas or with 
somebody else? Do you recall ? % Was there any evidence to show that? 
1 am totally unfamiliar with it. 

Mr. Sarrarepe. It was taken up with an outport representative 
whose name was Ware—Fulton D. Ware. Ware took it up with 
Solomon, and as a result I believe Solomon wrote this letter. 

Senator Anperson. Did that letter help them any? 

Mr. Sarrarepe. I think after that time Transit Grain Co. realized 
that they were going to have more difficulty and the remaining stocks 
of Canadian wheat which were in the port elevators were withdrawn 
for consumption, and commingled with other stocks that were in the 
elevator and of course we lost the identity of the Canadian wheat as a 
result. But it was all shipped out, it was all exported. 

The only trouble is that we do not know on which specific ships it 
went because it was commingled. 

Senator Anperson. Who owns this elevator at Houston ? 

Mr. Sarrarepe. Houston, I believe, is under county ownership. It 
isa polit ical subdivision. 

Senator Anperson. Municipally or county owned elevator? 
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Mr. Sarravepe. | believe it is the Ho n Ship Channel Naviga 
tion District. that is the title. 

Senator ANDERSON. Do those people understand that their manager 
was making $100,000 e ve ry once ina while on the side 2 

Mr. Sarrareve. No, they did not. Actually, when we brought it to 
their attention, the manager was relieved of his position, as well as 
two others who we also discovered had received payments from the 
Transit Grain Co. 

The ¢ CHAIRMAN. Did eithe r of me managers, Mr. Sarrapede, cla 
at any time to have the: ap prov: al of the Commod ty Credit Corporatio 
ofiic ials or any of them for the b il o of this wheat 7 

Mr. Sarrarepe. Not as far as we were able to determine, Senator 

The CnatrmMan. One other question. vs you estimate approx 
mately the amount of profit which Transit Grain Co. made on this 
deal 4 

Mr. Sarrarepe. That would be difficult. [ noticed in some of the 
contracts between Transit and Bunge and Kellogg, that they paid as 
high as $2 per bushel for this Canadian wheat. That may have been 
delivered at the Gulf. Of course wheat in this country I @uess was 
selling for around $2.50, and that might represent a margin of profit 
But you have some handling costs In connectlo With it, too | ani 
sure it was rofitable but I could not say how n 1} profit [Transit made 
out of the Canadian wheat that they shipped to the Gulf. 


Senator ANprerson. They made 50 or 60 cents bushel, did they 
not 4 

Mr. Sarrarepe. They could have, Senator. 

Senator Anperson. When Mr. Solomon wrote this letter did he 
sendac irbon copy of it to anyone ¢ Or did he ce nunicate wit any 
one in W ashineton about it 

Mr. Sarrarepe. Yes, he communicated with the Gra Branch i 
Washineton. 

Senator Anprerson. Specifically, did he communicate with the head 
of the Grain Branch? 

Mr. Sarr — I do not believe it was the head at that time. Mr. 


McArthur. who is now the head—— 

Senator Anprerson. Mr. McArthur has bee more or less operating 
the Grain Bran h from time immemorial, has he not ? 

Mr. Sarrarepe. Yes. he has been there a long time. 

Senator ANDERSON. He at least communicated with Mr. MeArthur? 

Mr. Sarrarepe. Yes, sir. 

Senator AnpERsoN. What did Mr. MeArthur do about it ? 

Mr. Sarrarepe. Mr. McArthur asked Mr. Solomon to send up a file 
with respect to this situation. 

Senator ANDERSON. W 8h h was in 1951? 

Mr. Sarrarepe. Yes, s 

Senator Anperson. Can you identify the time? 

Mr. Sarrarene. I think it is about September, if I am not mistaken, 
September 1951. 

Senator ANpeRSON. So Mr. MacArthur asked Mr. Solomon to send 
up the file on the blending of this grain and shipping of it into the 
export program ¢ 

Mr. Sarraprepe. That is right. 

Senator Anperson. Did Mr. Solomon send him up the file? 

Mr. Sarrarepe. He did send him a file. 
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Senator Anperson. What happened ¢ 

Mr. Sarraprepe. Mr. MacArthur received it. 

Senator Anperson. When? 

Mr. Sarrarepe. In September 1951, I believe. 

Senator Anperson. Is that when it was turned over to you for 
investigation ? 

Mr. Sarrarepe. No; I think we came into the picture later than 
that, Senator. 

Senator ANperson. What did happen when Mr. MacArthur got 
the file? 

Mr. Sarrarepe. When Mr. MacArthur received it some informa- 
tion came to his attention that customs was investigating the matter 
and that nothing was to be done about the situation at the time. Cus- 
toms actually was 

Senator Anperson. Did he need information to persuade him to 
do nothing about it? You say he got information that customs was 
investigating so he decided to do nothing about it ? 

Mr. Sarrarepe. And that customs would prefer for Agriculture 
not to do anything about it. 

Senator ANpEeRrson. Did customs so advise him ? 

Mr. Sarrapepe. I do not know whether they advised him in writing. 

Senator Anperson. Did they advise him in any way, without writ- 
ing? Did you find where customs ever told Agriculture to stay 
out of it? 

Mr. Sarrapepe. No; I do not believe anything was ever put in writ- 
ing on it, Senator. I think it came to the attention of Agriculture 
orally, and it may have come over the telephone from Dallas to Mr. 
MacArthur, and that is why he did nothing about it at that time. 
There was even some comment that the FBI was investigating it. 

Senator Anperson. If there was comment that FBI was investi- 
gating it, the natural first question would be to ask FBI, “Are you 
investigating it?” Did anybody do that that you found out about? 
I am trying to find out if MacArthur did anything when he knew 
that this was going on, and that the manager down there was making 
$100,000 by blending these things. If he did not know it, there was 
common discussion of it. What did he, Mr. MacArthur, do in Sep- 
tember 1951? What does the record show? Did you find anything 
in your record that indicated that he did do anything? 

Mr. Sarrarepe. No, he did not follow the matter any further be- 
cause he understood that Customs was inquiring into the matter and 
would prefer that we not handle it. That is the information that I 
have now, Senator. 

Senator Anperson. Mr. Sarrapede, you are trying to say why Mr. 
McArthur did not do anything. I do not think you have any way 
of finding out what ran through his mind. I am trying to get you 
to say whether Mr. McArthur did anything after he got the report 
in September 1951. 

Mr. Sarrarepe. We were not asked to conduct any investigation 
that I know. 

Senator Anperson. That is one interesting fact. I am glad to 
get it. 

Mr. Sarrarepe. I want to say that he did not know that the elevator 
manager was receiving payments. 
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Senator Anperson. I am sure he did not. I did not mean to infer 
that. 

Mr. Sarrarepe. We only learned that recently. 

Se nator Anperson. But he did not do anything about it at the 
time? 

Mr. Sarrapepe. Not at the time, no, sir. 

Senator ANDERSON. It was your information that he did not do it 
because he understood that Customs did not want him to do it? 

Mr. Sarrapepe. Yes, sir. 7 

Senator Anperson. Did you get that supported from Customs? 
Did they confirm that? 

Mr. Sarrarepe. I do not think we ever asked Customs that ques- 
tion. We interviewed Mr. McArthur and received that explanation 
from him and we also interviewed Mr. Tripp, who is in the Grain 
Branch, who ultimately received the file. 

Senator Anperson. That is T-r-i-p-p? 

Mr. Sarrarepe. That is right. 

Senator AnpErson. I want to be sure he is not confused with Mr. 
Trigg. Mr. Tripp was in the Grain Branch and you interviewed him 

Mr. Sarrapepe. That is right. 

Senator ANDERSON. What did he tell you? 

Mr. Sarrarepe. He also had the same understanding and nothing 
was done with respect to the file at that time. 

Senator Anperson. Did anybody call Mr. Tripp as well as Mr. 
McArthur? 

Mr. Sarrarepe. No. A call was made from Solomon to Mr. Me 
Arthur. 

Senator Anperson. Mr. Solomon was not the representative of the 
Customs Branch ? 

Mr. Sarrarepe. No. 

Senator Anperson. Is the only source of their information what 
they remember Mr. Solomon said to them about the Customs wanting 
them to leave it alone? 

Mr. Sarrapepe. I believe so, Senator. 

Senator AnpEerson. Then Customs, themselves, as far as you know, 
never asked the Department not to investigate. I ask that because 
it sounded unnatural for Customs to tell the Department of Agricul- 
ture not to investigate what looked like a plain case of fraud when 
Customs itself ap parently has no authority to do an ything about it. 

Mr. Sarrapepe. I would like to withhold an answer to that particu- 
lar question at this time until I examine the investigation file to make 
certain exactly what did transpire there. I do not believe Customs 
put anything into writing at any time. 

Senator Anperson. Do you have any reason to believe that Customs 
did any telephoning ? 

Mr. Sarrapepe. I do not think they telephoned, no. 

Senator ANpDerson. If they did not write and they did not telephone 
and they did not talk, they probably did not say anything to these 
people about it. Would that not be a reasonable assumption ! Re- 
gardless of whether Mr. MacArthur now remembers that Customs sug- 
gested to Harry Solomon that he suggest to them that they suggest 
that they do not do anything, the actual fact is that there is nothing 
in writing in the file which showed that Customs told him not to go 
ahead. 
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Ir. SarrApeDE. That is right, s 

Senator AnpERSON. This was September 1951. When did you get 
into the investigation ? 

Mr. Sarrareve. We got in about March or April 1952. 

Senator ANDeRson. How did you happen to get in? 

Mr. Sarrarepe. We received a letter from the Department of Justice 
which contained the results of a preliminary check which had been 
made by the FBI into the matter. It was a very preliminary investi- 
gation. Actually it only covered 3 or + pages, but it pointed up the 
situation and as a result we were asked to investigate it. 

Senator ANDERSON. And you me went in and developed this story ? 

Mr. Sarrarepe. That is right, si 

The Cramman. Mr. Sarrape sa you may recall that when you were 

here on the 29th of Sas nuary some ment ion was made as to how this 
wheat at that time could have been transported as it was. Did you, 
subsequent to that date, or any time, look into the matter of Defense 
Transportation permits which must have been necessary to put these 
fisuicouds And what did vou find ? 
Mr. Sarrarepe. We found that 183 cars had been shipped down to 
Hou on on permits which had been issued to CCC, and which the 
Transit Grain Co. utilized in bringing the Canadian wheat down the 
port. That was at Houston. There were 50 additional cars which 
moved on CCC permits down to New Orleans. A total of 233 cars. 

Senator Winti1AmMs. Who moved that? 

Mr. SarrareDe. The Transit Grain Co. 

Senator WinuraMs. How did they arrange to get those permits ? 

Mr. SarrapeDe. They tell us that they had entered into barters and 
exchanges with CCC at the ports, in which they gave CCC certain 
stocks 

Senator Wittiams. What did they get? 

Mr. Sarrapepe. Actually CCC had bartered wheat to them at the 
ports, so that they were not entitled to any permits. Yet they had 
received them. 

The Cuatrman. Did CCC know they were buying blended grain 
at the time? 

Mr. Sarrarepr. No. But they had no authorization to use these 
permits to ship Canadian wheat from Minneapolis and from Duluth- 
Superior. 

The Cuarrman. Did you find who made the arrangement to secure 
these > eee to ship the 233 cars of wheat under CCC permits? 

Mr. Sarrarepe. No. All we know is that they received these per- 
mit I") » does not appear to be any justification in the files of 
the Dall: 

these permits. 

Senator Winuiiams. Who were the Commodity Credit officials that 
iuthorized the transfer ? 

Mr. Sarrarepe. The particular person in the office ? 

Senator WirutaMs. Yes. 

Mr. Sarrarepe. Pearlie Miller. 

Senator Winttams. What was his title? 

Mr. Sarrapene. I do not have his title at the moment. He is 
chara of one of the sections that had to do with the issuance of these 


DTA permits. 


as a oftice which would justify the issuance of 
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Senator Anperson. Am I wrong that in that particular instance 
they handed him a fistful of thes pernhiit ind let them fill them out 
as they vot to them ¢ Did they ssue spec ce permits ol did these 
people have in their possessic n a blank pad of permit Do you 
recall that ¢ 

Mr. Sarrapepe. CCC had block permits 

Senator ScHuoEPPEL. What do you mean by block permits 

Mr. Sarrarepe. Those are permits that are issued in a group by 
the Western Weighing and Inspection Bureau, v h isa part of tl 
Association of American Railroads 

senator SCHOEPPEL. Are there demare on each of these permits 


the type and the qualit und the quantity of grain that that particular 
permit covers ¢ 


Mr. SARRAPEDE. They are supposed to e that informati 

menator SCHOEPP! . Did thev ¢ ita t ¢ 

Mr. Sarrarepe. I do not kno vhet] { vy contained it in tl 
Instance, Senator, but the \ ( Sel »ymOVe 4 hacia \ mat. al 
ho a ithorizatior wa ever given to ve Canadian wheat t a 
time. or co ld have hee Ve} 

Penator LNDERS( Ni. i iQ) Ol { ) : { ppel ) ie off 
with a wrong impression of t Is it not true that t permit which 
they had 1s a mere I l perhi \ ire uppo ad to fi} ] 
the things tl] it Senator Schoeppel \ kine ibout, the exact erade 
which is supposed to be filled in at the t t is used 2 

lh SARI PEDI ira k ¥ tie po l t siti ( Very LUZZY fro 
an investigation standpoint We were not ) to p t ce VI ; well 
as we might have hiked. The documents whit ild have contained 
the information apparently are no longer in e Dallas office, and we 


1 ‘ 
were not able to come up with them. 
Senator Wintiams. What happened to those do ents 
| N \ ! } 1 r 
Mir. Sarrarepe. \\ not k ‘ i ve disappeared. We 


iInade a search for them and we have nx ) | » find 
‘ y ‘ 1 ¥ 1 , 1 , 
Senator Win.tAMs. Who were the Dallas officials at the time that 


these records were there, and what has happened to the officials after 
we lost those records / Are they still on the job ? 

Mr. Sarrarepe. Not the two top officials; no, sir. 

Senator ANDERSON. This goes ba k to Mr. White and Mr. Solom 
They were in charge of the office. Mr. 


~ 
to this situation a little bit. and he na \ 
1 
! 


olomon objected apparently 
Ir \W te were s i sequently 
cis harged., The records are not how in the office. 

Mr. Sarrapepe. That is right. 

Senator ANperson. Did you make a search for them while Mr. 
White and Mr. Solomon were still there or after they had been 
discharged ? 

Mr. Sarrapepe. After they were discharged. 

Senator Wiriutrams. Were Mr. White and Mr. Solomon discharged 
on the basis that the Department thought that they might be respons 
ble for the destruction of the records 4 

Mr. Sarrarepr. Oh, no. 

Senator WinuiaMs. Is there any feeling that they had anything to 
do with it? 

Mr. Sarrarepe. We did not know anything about Canadian wheat 
at that time. 











100 IMPORTATION OF FEED WHEAT 


Senator Wiii1ams. Were they discharged because they would 
not—— 

Senator Anperson. I think the discharge came at the time of these 
grain shortages, when we were having difficulties with those. 

The Cuarrmay. Is there anything to indicate whether the records 
were intact at the time Mr. White and Mr. Solomon were discharged, 
or not? 

Mr. SarrareDe. I do not know. 

The Cuarrman. There is no way of knowing now whether the rec- 
ords were destroyed before or after they were dismissed ¢ 

Mr. Sarrarepe. No, sir. 

Senator Witu1amMs. What happened to Mr. Pearlie Miller? 

Mr. Sarrapepe. He isstillthere. He isin the Dallas office. 

Senator WixuiiaMs. Is he still holding a position with the Govern- 
ment ¢ 

Mr. Sarrapepe. Yes, sir. 

Senator Witi1aMs. What is his title and position ¢ 

Mr. Sarrapepe. I can supply that for the record. I do not have it 
at the moment. 

Senator WiiuiaMs. You say he is the one who passed out these per- 
mits, wholesale. 

Mr. Sarrapepe. I did not not say wholesale. He was responsible 
for the issuance of permits. 

Senator ScHorrret. Are these permits numbered ? 

Mr. Sarrarepe. Yes; they have numbers. 

Senator Scuorrret. Do they have a duplicate slip that remains in 
someone’s possession showing that this numbered slip re presents an- 
other part of that permit that should be in somebody else’s hands? 

Mr. Sarrapepe. We have not developed that yet, Senator. That—— 
Scnopre.. Do you not think that is a pretty important 
thing to deve lop? 

Mr. Sarrapepe. Yes, but actually our prime objective was to find 
out whether this Canadian wheat moved into the LWA programs, and 
moved into CCC stocks. That was the big thing with us. 

The Cuatrman. Were any of these permits used after September 
1951 ¢ 

Mr. Sarrapepe. I do not believe so. 

The Cuatrrman. After the Dallas office communicated with Wash- 
ington ? 

Mr. Sarrapepe. I will have to check that. 

The Cuarrman. How long did the shipments continue? Is there 
any way of telling that? 

Mr. Sarrapepe. I think they stopped about September 1951, when 
Customs became interested. The balance of the wheat was with- 
drawn from bond and commingled with other wheat and we lost its 
identity at that point. 

Senator Anprerson. Does the name of Mr. Cunningham come into 
this investigation at any time? 

Mr. Sarraprepe. There was a Mr. Cunningham in the Dallas office. 
Is that the one? 

Senator Anperson. Yes. Does he know anything about these ship- 
ments ? 

Mr. Sarrarepe. Not as far as we were able to develop, Senator. 


senator 


Ber rewrites, 
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Senator Anperson. Did he ever approve any of these commingling 
deals that you are speaking of ? 

Mr. Sarrarepe. No. We were not able to show that any employee 
of the Dallas commodity office approved the commingling of Canadian 
wheat. 

Senator ANperson. You did have some testimony to that effect, did 
you not, that Mr. Cunningham had some knowledge of it / 

Mr. Sarraprepe. Mr. Cunningham? Oh, I see. I would like to with- 
draw the previous answer. We are down in New Orleans now. We 
did have information that Mr. Cunningham was aware of the fact that 
Canadian wheat might be blanded out at the port of New Orleans, and 
he was an employee of the Dallas commodity office. Actually he at- 
tended a meeting in New Orleans with Mr. Fellrath, and a representa- 
tive of the Transit Grain Co., at which this entire matter may have 
been discussed, and at which the manager of the New Orleans elevator 
was asked to handle Canadian wheat which would be shipped down to 
the port by Transit. 

Senator Anperson. As a matter of faci, Mr. Cunningham was a 
Commodity Credit representative, was he not / 

Mr. Sarrarepe. Yes, sir. ‘ 

Senator Anprerson. He came down to New Orleans in order to tell 
the New Orleans man how easy it was to do this pob, did he not? Mr. 
Felrath came down there for that purpose, did he not? Mr. Felrath 
did not have any responsibility over the New Orleans warehouse, did 
he ? 

Mr. Sarrarepe. No, sir. 

Senator Anperson. Mr. Fellrath was the manager of the Houston 
office. As subsequently testified he got SL00,000 for handling this 
transaction. He went down to New Orleans to suggest that the 
New Orleans people do a little of this blending of Canadian wheat, 
and Mr. Cunningham, representing the Commodity Credit, was in the 
meeting. Is that not your testimony ? 

Mr. Sarrarepe, That is right, sir. 

Senator Anperson. Did he know about this? 

Mr. Sarrarepe. This is George Cunningham. I understand there 
is another Cunningham at Dallas. This is George Cunningham that 
we are talking about. 

Senator ANpERsSON. Yes. 

Mr. Sarrarepe. Now, what was the question / 

Senator Anperson. Did Mr. George Cunningham, who is employed 
at the Dallas office, was he in the New Orleans meeting at the time 
they had a discussion of the blending of the Canadian wheat? 

Mr. Sarrarepe. That is right, sir. And we interviewed the elevator 
manager at New Orleans, and he told us that Mr. Cunningham had 
told him that it would be a favor to CCC if he would accept this 
Canadian wheat for blending. 

The Cuarrman. Did the manager of the New Orleans elevator also 
receive any payments from the Transit Grain Co. 

Mr. Sarrapepe. He received $36,000. 

The Cuairman. Did Mr. Cunningham at any time, so far as you 
know, receive any gratuities or anything of that nature from any of 
the parties concerned ¢ 

Mr. SaRRAPEDE. We investigated that but did not develop evidence 
of any payments so far as Mr. Cunningham is concerned. 
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The Cnamman. Did he go to New Orleans on Commodity Credit 
time and expense or pay him own hotel bill and buy his own meals? 

Mr. Sarrapepe. I thi kK | 1is hotel bill was paid by Transit. 

Senator ANpERSON. By Transit Grain ? 

Mr. Sarrapepe. Yes. — 

The CHAIRMAN. You do not know about his railroad fare? 

Mr. Sarrarepe. No. I believe— 

Senator ANpERSON. Wasa Government travel order used ? 

Mr. Sarrarepe. No. He was on annual leave at the time. 

Senator ANperson. Therefore he did not travel at Government 
expense ¢ 

Mr. Sarraprepe. That is right. 

Senator Scnorrret. How do you know? Did he tell you that? 

Mr. Sarrapepe. We checked it. 

Senator ANDERSON. He did FO to New Orleans: he did suggest that 
it would be a favor to the Commodity Credit Corporation if the New 
Orleans port manager would help Transit Grain blend a little of this 
Canadian wheat, and as a result of that the New Orleans manager 
was taken up on to the heights and privileged to see the kingdoms 
of the —_ the glories thereof, and permitted to take $36,000 for 
himself as the man at Houston took $100,000; is that right ? 

Mr. pees I do not know about the heights, but generally 
speaking that is the situation. 

Senator Anperson. You do not ordinarily offer a man $36,000 to 
do a deal like this without explaining to him that it is a beautiful 
thing that he is doing for humanity by blending this wheat unfit for 
human consumption into wheat that is fit for human consumption. 
I am trying to get at this fact: Mr. George Cunningham—we do not 
want to get these names mixed up—Georg? Cunningham, who had 
been an employee of the Dallas office and was an employee of the 
Dallas office at that time, though on annual leave, traveled down to 
the city of New Orleans, participated in the meeting between the 
manager of the port facilities at New Orleans, the manager of the 
port facilities at Houston, who was certainly not down there on busi 
ness for Houston, and representatives of the Transit Grain Co.? 

Mr. Sarrarepe. That is right. 

Senator ANprrson. And did say to the New Orleans manager who 
otherwise might have some hesitancy about doing this, that it would 
be a great favor to Commodity Credit if he would mix a little of this 
grain for Transit Grain; is that right, substantially ¢ 

Mr. Sarrapepe. That is substantially so. But our information on 
that point comes from the elevator manager. I want to say that 
Mr. Cunningham denied that he had done so. 

Senator Anprerson. What would you do under the same circum- 
? T am sorry, I do not mean it that way. What I mean is 
that Mr. Cunningham would hardly be expected to say, “I was there 
as an agent of the Transit Grain Co.,.” would he ? 

Mr. Sarrarepe. No, he would not. 

Senator Anprerson. And the elevator manager says that he did this, 
that he made this money because Mr. Cunningham told him it was 
all right. Did you establish that Mr. Cunningham, George Cunning- 
ham, was represe ntin o ( ‘ommodity Credit or was he there really as 
an agent of the Transit Grain Co? What I am trying to say is that 
Commodity Credit did not ask him to go poate there. 


stances 
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Mr. Sarraprepe. No. He was not officially representing the Ge 
ernment. , 

Senator Anperson. Mr. White and Mr. Solomon had not ordered 
him down there? 

Mr. Sarrarepe. No, sir. 

Senator ANperson. He went down there to he p out. Was he in 
the Dallas office where he might have participated in the handling 
of these permits in any way 4 

Mr. Sarrarepe. We did not develop any information that he had 
handled any of these permits, but of course there is a poss b lity of 
the relationship with others in the oflice who do handle them We 
never know just how that relationship might work out as far as the 
granting of permits is concerned. 

Senator Wiitu1ams. Was he separated from the service / 

Mr. SARRAPEDE. Yes. 

Senator Anprerson. Was he separated / 


Mr. Sarrarepe. We investigated him and ultimately he resigne 
Senator Anprerson. He was not separated. 

Senator Wittiams. He resigned voluntarily / 

Mr. Sarrarepe. He resigned voluntarily. 

Senator Witriams. The Department .w nothing wrong with what 


Ce le 
he did? 
Mr. Sarraprepe. I think so. because we investigated him for what 
he did and we rendered a report. 
1 j 1 } 
Senator Wituiams. Had he not resign when there was an indica- 


{ion they were going t ore him ? 


x1 r 

vil’. SARRAPEDE, ( 
? 

Senator ANDERS‘ N. By request ¢ 


Mr. Sarrarepe. I think you might say that. even before the inves 
tigation report was submitted 

The CuatrMan. Was Mr. George Cun oham in the din n which 
handled the Defense Transportation permits 2 

Mr. Sarrarepe. I do not believe that he personally w that 
REE 


qGiVIsion. 

The Cuairman. Could he have handle / You do not think he 
was in that division ? 

Mr. Sarrarepe. I do not think he handled the permits. 

Senator ANDERSON. What was his job? Do you recall? 

Mr. Sarrarepe. I would have to refer to the report on that. I do 
not have it with me. ‘The committee has it. 

The CuHatrmMan. Was there any evidence to show that he at any time 
tried to get loans from the Transit Grain Co. ? 

Mr. Sarrarepe. Not from Transit. He made 1 or 2 lom 
nection with the investigation that we conducted on the occasion of 
his trip to New Orleans. 
The CratrmMan. Who did he borrow from? 
Mr. Sarrarvepe. I believe he borrowed from Arrow Milling Co. 


e 
] | ] 
hey’ Are they tied 


The CuarrmMan. Who are t] 
other companies / 

Mr. Sarrarepe. They are not tied in with Canadian wheat as su 
as far as we know, Senator. 

Senator WiriutAMs. How much did he borrow ? 


Mr. Sarrarpepe. I think it was about a hundred dollars. 


with anv of these 
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The Cuarmman. Is it not rather peculiar for a Commodity Credit 
Corporation employee to borrow money from a private concern that 
they do business with, and possibly have to regulate / 

Mr Sarrarepe. It would be, yes. But he is no longer with us. 

The Cuarrman. It would have been much better if he had gone to 
the bank to borrow money. 

Senator Wiu1ams. You say that the port manager of —— 

The Cuarman. Did hetry to borrow from any official of the Transit 
Grain Co. that you could find? 

Mr. Sarrapepe. I do not recall. Do you, Mr. Guinane? 

Mr. Gurnane. As I recall he stated that he telephoned Mr. Putney, 
of Fort Worth, who was in Transit Grain, endeavoring to borrow a 
hundred dollars. 

Mr. Sarrapepe. Did he actually borrow it ? 

Mr. Gurnane. He did not get it. 

Senator Witu1ams. You say the port manager at New Orleans got 
$36,000 ? 

Mr. Sarrapvepe. Yes, sir; in 2 years. 

Senator Wimu1Ams. What was his name? 

Mr. Sarrarepe. Mr. Winters. j 

Senator Wiui1ams. What is his first name? 

Mr. Sarrarepe. I believe it is C. J. Winters. 

Senator Wiu1aMs. That has been presented to the Department of 
Justice? 

Mr. Sarrarepe. Yes. That entire case is in the Department of 
Justice, and Mr. Winters was relieved of his post by the port authori- 
ties when they learned of it. 

Senator Anperson. Is that a municipal port? 

Mr. Sarrapepe. That is owned, I believe, by the State. 

Senator Anperson. Of Louisiana? 

Mr. Sarrapepe. Yes, sir. 

Senator Wiiu1AMs. What is the date of this so-called conference? 

Mr. Sarrarepe. I believe it was May 30, 1951, if I am not mistaken. 

Senator Wiu1ams. Do you know where the conference was held, 
and just who attended ? 

Mr. Sarrarepe. It was held ata hotel. Asa matter of fact I believe 
it was in a bar. 

Senator WiiuiaMs. In a bar? 

Mr. Sarrapeper. Yes, sir. Mr. Fellrath was there, who was at 
Houston. He is the port manager at Houston. 

Senator Anperson. They were consuming grain in the bar, I assume. 

Mr. Sarrarepe. Apparently he could not handle any more Canadian 
wheat at Houston. It seemed necessary to ship some of the wheat 
down to New Orleans. That was the purpose of the visit. Mr. Scott 
was present, of the Transit Grain Co., and Mr. Cunningham put in an 
appearance at odd times, and Mr. Winters of course, and there is Some 
information too that Gulf States Forwarding Co. had representatives 
there. 

Senator Witi1ams. Who is that? 

Mr. Sarrarepe. Gulf States Forwarding Co. There were two men 
connected with that organization, one named Renaudin—R-e-n-a-u- 
d-i-n, and Farrell. They also may have participated in this con- 
ference. 

At any rate they were there. That seems to have been the group. 
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The Cuarrman. For the record, can you give us Mr. Fellrath’s first 
name? 

Mr. Sarrarepe. I believe it is William, Mr. Chairman. 

Senator Anprerson. Let us be sure about that, Mr. Sarrapede. 

The Cuatmman. Mr. Sarrapede, how did Transit Grain Co. bring 
this grain into the Houston and New Orleans elevators? Did they 
bring it in for feeding or domestic purposes, or for what did they 
bring it in? 

Mr. Sarrarepe. I would say they brought it in for export. They 
brought it in in bond. 

The CuarrMan. Transit? 

Mr. Sarrapepe. The Transit Grain Co. 

They brought it down to Houston and New Orleans in bond. In 
other words, it was under customs supervision. The purpose, as we 
get it through investigation, was to have it blended out with other 
stocks and to receive, instead of Canadian wheat, on the books and 
records of the elevator, credit for No. 2 wheat. 

The Cuarrman. Then did customs have full authority to follow this 
wheat through to its ultimate disposition ? 

Mr. Sarrarepe. With respect to the bonded wheat; yes, sir. But 
then a portion of that wheat was withdrawn for consumption when 
customs objected to the declarations having been filed without desig- 
nating the foreign character of the wheat. They withdrew the bal- 
ance of the wheat from bond and commingled it with other elevator 
stocks so that we could not follow its identity when it was exported. 
The million bushels were actually exported. 

The Cuarmman. When did they pay the duty on this wheat? 

Mr. Sarrarepe. When they withdrew it from bond. 

The Cuatrman. When it was withdrawn from bond? 

Mr. Sarrapepe. That is right. 

The CuarrMan. Then they paid the feed-wheat duty ? 

Mr. Sarrarepe. Yes, sir. 

The CuarrMan. Of approximately 8 cents a bushel ? 

Mr. Sarrapepe. Yes, sir. 

The Cuarrman. At what time did they withdraw that, the balance 
of it? 

Mr. SarrArepe. October 1951. 

Senator Anprerson. May I return, Mr. Sarrapede, to the question 
that was asked you a few moments ago with reference to whether 
there was any connection between Mr. Cunningham and Mr. Miller, 
who was issuing these permits. 

May I call your attention to the fact that Mr. P. M. Miller, in mak 
ing out his statements, referred to this permit which was ICC-112— 
386—CCC, which was reissued on June 8, 1951 for 50 cars. Mr. Miller 
is saying that no information could be located by Miller or other PMA 
employees in the files of the PMA commodity office that would ex 
plain the reason or purpose to the issuance by CCC of the above re- 
ferred-to permits of the Transit Grain Co. 

Mr. Sarrapepe. That is correct, sir. 

Senator Anperson. Then subsequently it says, as a general rule 
he could tie permits issued to grain concerns back to loading orders, 
or to barters and exchanges. He did not understand why it was 
impossible from his files to do so in the case of the Transit Grain Co. 
However, neither he nor his unit were at fault in the issuance of these 
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permits as neither he nor his subordinates, George C. Cunningham 
and Lyle Johnson had issued permits without authority from the 
former assistant director, Harry J. Solomon. So Mr. Cunningham, 
the man who was down there in the New Orleans deal was actually 
the subordinate of Mr. Pearlie Miller who had, in the first place, 
issued this blanket authority to handle 50 cars of grain without loading 
orders. 

Mr. Sarrarepe. That is right. That is from our investigation 
report. 

Senator ANprerson, It is. 

Mr. Sarrarepe. Apparently Cunningham did have something to 
do with the issuance of these permits. 

Senator WititaMs. Are they still issuing these permits in the same 
manner, by passing them out that way ? 

Mr. Sarrarepe. That order has been recinded. ‘There is no necessity 
for the permits. 

Senator Wiii1aMs. Did they stop issuing the permits in this man- 
ner at the time when it was investigated ? 

What Iam ge tting at is this—— 

[r. Sarrapepe. We came into the investigation at a late date. 

Senator WriutaMs. The point that I am raising is this: Did the 
Commodity Credit officials here in Washington see anything wrong 
with what Mr. Miller had done in issuing these permits in wholesale 
lots? 

Mr. Sarrarepe. Not as far as I know. I do not know that they 
had information on that particular point here in Washington. 

Senator Wiitiams. When did they find it out? I understand that 
the vy st illhave Mr. Miller on the payroll. 

Mr. Sarravepe. They do. 

senator WinxiiAMs. So evidently they must have approved of the 
action which he took. Is that correct ? 

Mr. Sarraprepr. Actually, what they asked us to do was to investi- 
vate to see whether or not we coul | de ‘velop evide nce th: aut they y had 
received payments—and this includes Mr. Miller Transit 
Grain Co. 

Senator Wintrams. Do I understand then that as long as they do 
not get paid for it they can just loosely pass them out to their friends? 

Mr. Sarrapepe. I did not mean to infer that. 

Senator Witi1aMs. Do not get me wrong. I think you have done a 
wonderful job in checking this. The point I am raising is that I am 
surprised that the Department of Agriculture did not take some ac- 
tion, disciplinary or otherwise, against an official who passes out these 
permits so loosely. ; 

Mr. Sarrapepe. Nothing has been done with respect to Mr. Miller. 
He is still on the payroll. 

The Cuarrman. Mr. Sarrapede, have you made any investigation 
to determine whether any of the money received by Mr. Fellrath, the 
New Orleans manager, was ever passed on to any ‘employees of Gov- 
ernment, or whether any payments were made direct to any employees 
of Government ? Have you made a thorough investigation to find 
out whether anyone in Mr. Miller’s office, or anyone employed in the 
Commodity Credit Corporation, received any payments from anyone 4 

Mr. Sarrapepe. We have, and we were not able to develop any evi- 
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dence that anyone in the Commodity Credit oflice had received any 
money. 

The Cuarrman. Nothing beyond hotel bills? 

Mr. SARRAPEDE. Yes, sir. 

We interviewed the elevator manager in both ports and they stated 
that they kept the money, that they did not pay any part of it to any 
one else. 

Senator ANDI RSON. We would think that if there were colng to be 
any money paid to the Commodity Credit people that it would be paid 
by Transit Co.. who were paying these other pe ople. 

Mr. Sarrapepe. We examined their tax returns and made a financial 
check. 

Senator ANDERSON. Do they show a payment yf $100,000 to Fellrath ? 

Mr. Sarrarepe. Fellrath’s return does. 

Senator Anperson. Does a tax return of Transit Grain show those 
payments to Fellrath ¢ 

Mr. Sarrapepe. I do not know that the tax return would require the 
payment to be shown on Fellrath’s returt 

Senator Anperson. If I employ a man in my business to transact a 
certain matter, and he works for me regularly, I have to file informa- 
tion that I paid him so many hundreds or thousands of dollars, par- 
ticularly if you get up to $100,000. 

I would certainly have to report to the Treasury Department that 
I paid him $100,000. I am sorry, the expert is right over here. I 
should not have said that. I think it would be only fair to say that if 
a man drew $100,000 from the firm that they would have to file these 
little information slips. 

I, in my own business, file them for everybody who works for me. 

Mr. Sarrarepe. Would they be filed with your own return? I 
know that a copy of that goes with the individual’s return and we 
have come up with those. 

Senator ANDERSON. They are filed with the audits that they make 
of my books. iT Say that lL have paid sO many thousand dollars in 
salaries they check to see if I have filed the information returns on so 
many thousand dollars of salaries. 

I am only trying to find out if you went into those returns and found 
$100,000 to Felrath, and $36,000 to the man at New Orleans, you 
might find some additional slips for some ot these people who were 
really getting the job done. 

Mr. Sarrarepe. We have not had access to Transit’s records. They 
turned us down. 

The CuHarrMan. You have not seen their records? 

Mr. Sarrapepve. No. 

The CHAIRMAN. Then you do not know whether they have paid 
anything to these Commodity Credit officials or other officials with 
out whose acquiescence they could not have done what they did? 

Mr. SArRAPeDE. No, except that we have examined the tax returns 
of the employees, and of course no indication there of any payments 
from Transit. 

We have made a financial check of their assets and ascertall ed 
whether they have come by any assets which appeared to be unusual 
in the light of their salaries, and have not been able to come up with 
anything there. 
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Senator Anperson. You say that Transit Grain will not make their 
books available to you, but you can go down to this Government em- 
ployee who works for the State of Louisiana and who runs the port 
facility at New Orleans and find that he got $36,000. 

You can go into the books of this man at Houston, Mr. Fellrath, 
who got $100, 000 and find out that he got it. 

Do I understand that you do not have authority by law or what- 
ever it may be, to get into the books of Transit Grain to find out what 
they do? 

Mr. Sarrapepe. That is right. 

Senator ANperson. How much authority would you need? Maybe 
we can get you some help? 

Mr. Sarrarepe. The grand jury was going to meet this week in 
Houston. We hope to get a grand jury subpe na. 

The Cuamman. You could not determine for certain whether any 
of these lesser officials received a payment or not unless you had access 
to the accounts of the concerns most likely to have made the pay- 
ments. 

Mr. Sarrapepe. That is right. 

Senator Anperson. Mr. Sarrapede, you can get that information 
from the Treasury, I think, if you go after it. The Treasury is not 
going to hand that around loosely but you have here a case that you 
have worked up, and [I agree with Senator Williams that you have 
done a fine job in working 1 it up. 

You have found out two people who were officials, one of the city 
or county at Houston and the other in the State of Louisiana, who have 
obtained money from the Transit Grain Co. and paid income taxes 
on it. I do not know whether it is proper to deduct that type of pay- 
ment or not, but certainly you have the right, I think, to ask the 
Treasury Department for the information slips showing payments to 
these people. 

Mr. Sarraprepe. We have done that, Senator. 

Senator ANperson. And they are getting it for you? 

Mr. Sarrarepe. They are getting it for us. 

Senator Anperson. Fine. If you needed help in getting it, I am 
sure Senator Williams could get it out of the back door or wherever 
he gets it. 

The CuatrmMan. Did you check to find what became of George Cun- 
ningham after he resigned from the Commodity Credit Corporation ? 

Mr. Sarrarepe. Only for a short period after the time that he re- 
signed. We found out, for example, that he became ill, as he ap- 
pi arently was subjected to a nervous breakdown of some kind and was 
in a hospital for a while. 

It may have been a mental hospital. As a result, we could not re- 
interview him for quite some time. We finally did reinterview him. 
The results of that reinterview are in our investigation report. I do 
not know what he is doing today. I do not know where he is employed 
or whether he is employed. 

Senator Scnorrren. Mr. Chairman? 

The CrarrMan. Senator Schoeppel. 

Senator Scnorprev. It may be a little foreign to trace this money 
and who got the money, but I am a little interested in your testimony 
with reference to some of this wheat being unbonded. 
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In your investigation, did you determine whether checks had been 
made or investigations had been made or samplings had been made 
of the wheat covered by this bond? Did you get into that ? 

Mr. Sarrarepe. You mean while it was in the elevators ? 

Senator Scnorrren. Or the warehouses. 

Mr. Sarrarepe. I do not believe so, sir. It stayed in bond, as ] 
understand it there was not any—normally the wheat would not be 
reinspected, there would not be any necessity for it. 

Senator Scnorpret. A while ago you, in testifying concerning a 
Mr. Tripp, made the statement—and I understand he was connected 
with customs—— 

Mr. Sarrapvepe. The grain branch, sir. He is in the Department 
of Agriculture. 

Senator ScuHorrren. You said that he had the same understanding 
about customs looking into this thing. I think that was the statement 
that you made that he had the same understanding. What was this 
understanding? I would like to have that in the record a little 
clearer. 

Did you interview him with reference to this specific connection with 
customs taking over this investigation ? 

Mr. Sarrarepe. No. Mr. Smith, can you recall what Mr. Tripps’ 
part was in this? You interviewed Mr. Smith. This is Norman 
Smith, also of Compliance and Investigation. 

Senator Scnorrren. What is Tripp’s full name? 

Mr. Smirn. John E. Tripp. 

Senator Scnuorrret. Who can give us some information for the rec- 
ord as to the understanding that he received from somebody in cus- 
toms that customs was handling this, and that he proceed no further? 

Mr. Surrn., I am Norman 8S. Smith. 

Senator Scnorrret. What is your position ? 

Mr. Smirn. I am in Compliance and Investigation, PMA. To the 
best of my recollection—and, of course, in the report—Mr. Solomon 
phoned Mr. McArthur. There is a transcript of that telephone call 
which is in the record here. Mr. McArthur asked him to send up 
the file, which he did. 

Senator Wini1ams. What was the subject of the telephone conver- 
sation ? 

Mr. Suirn. I don’t really recall. I think we have it. It is in the 
previous record. 

Senator Scnorrren. If it is in the previous record before the com- 
mittee, that is all right. I want to tie this down a little more closely 
as to what you remember of this. I want the basis for that. 

Mr. Smrru. The letter and the file came in at a time when Mc- 
Arthur was absent, and Tripp, who is under McArthur, handled the 
case. He phoned Solomon and Solomon then said that he understood 
that customs was checking into this. 

MacArthur apparently had a telephone call himself, later, in 
which—— 

Senator ScnorrreL. From whom ? 

Mr. Smiru. Solomon. In which he got the same understanding. 
So nothing wasdone. They relied apparently on customs. 

Mr. Sarrarepe. May I go on? 
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Senator Winu1AMs. Who was responsible for that understanding? 
Mr. Smiru. Apparently Mr. Solomon was responsible. 

Senator Winutiams. Mr. Solomon relayed it back to Washington ? 
Mr. Sarrarepe. That is right. And Tripp had the same unde 


standing. It was based on his understanding that the matter was 
being handled by the Bureau of Customs and that no independent 
investigation by the Department of Agriculture was desired by the 
Bureau of Customs at that time. So Tripp had the same understand- 


ing. Apparently it came from Mr. Solomon in the Dallas office. 

Senator ScHorrret. Now, then, the very question that the Senator 
from New Mexico was asking, let’s pursue it, to the effect, namely, 
that someone from Customs apparently had been used or they repre- 
sented that Customs’ position was that they were looking into it and 
that the Department of Agriculture or these officials in CCC were to 
lay off and to do nothing. 

Mr. Sarravepe. That isright. Whether or not Customs actually said 
that to Mr. Solomon, we did not develop. We can find out from 
Customs, I suppose. 

The CHarrmMan. Customs would only be concerned in determining 
whether there had been any improper declarations as to the grade of 
wheat. 

Would they be concerned as to the international wheat purchases or 
what happened beyond determining whether there was an improper 
declaration or not ? 

Mr. Saraprepe. They were interested in the declarations. ‘That 
would be their main interest. 

The CuatrmMan. So long as it was properly declared, they would 
not have any interest in the blending of the wheat with the good wheat ? 

Would Customs come into that picture ? 

Mr. SarrareDe. Apparently Customs had no objection to the blend- 
ing of this wheat. 

The Cuamman. They were fully aware of it ? 

Mr. Sarrarepr. The blending was approved by Customs. 

The CHarrMan. Customs did not mind that? We havea representa- 
ive of Customs with us this morning. Are there any further questions 
of Mr. Sarrapede ? 

I would say that apparently there are no questions as to the im- 
proper use of this wheat, that the intent of the law certainly was 
circumvented either legally or illegally, and I think it is very im- 
portant that we find out what steps Customs has taken to tighten up 
the situation and to make it impossible to evade the law as has been 
done in the past. 

As we understand it, Mr. Sarrapede, in these cases where there are 
grounds for believing that an illegal act had been performed, you are 
turning them over to the Department of Justice? 

Mr. Sarrarepe. Yes, sir. 

The CrairrMman. It has already been in the newspapers that the 
Transit Grain Co. has been turned over to the Department of Justice. 

Mr. Sarrarepe. Yes, sir. 

The Crarman. You have others, some of which have already been 
turned over, and some that have not and which may be later on? 

Mr. Sarrarepe. That is right. 
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Senator WILIAMs. _ ave you identified for the record the employees 
to whom you referred as having accepted these bribes? The port 
manager and Mr.— 

Mr. Sarrarepe. No. I think we have just identified the two port 
managers. At Houston there are two other individuals who received 
payment from Transit Grain Co. One was the man who actually did 
the blending, the physical blending of the wheat, and his name is 
D. Kk. Young. 

The Cuatrman. D. EF. Young? 

Mr. Sarravepe. Yes, sir. He received approximately 8 or 9 thou- 
sand dollars from Transit Grain Co. Another individual is the chief 
clerk at the HLouston port elevator. His name is Cherry C-h-e-r-r y. 
He received 6 or 7 thousand dollars from Transit Grain Co 

Senator ScnorrreL. What is his first name? 

Mr. Sarrarepe. It may be Jack. Iam not certain of his first name, 


sir. 
Senator Winti1ams. Would you supply that for the record in the 
event there may be two such names. Did you say 67 or 6 or 7 thousand 


dollars? 

Mr. SArRAPEDE. Six or seven tho sand ¢ lollars. 

The CuatrmMan. Going back to the beginning of the testimony, did 
you state that Bunge had not been paid any subsidy or had not re- 
jurned any subsidy ¢ 

Senator Anperson. Bunge had not returned any subsidy. 

The CuHarrman. Had not returned any subsidy. Do we understa 
you correctly that Bunge claims that none of the Canadian wheat went 
into IWA shipments which they made? 

Mr. SarRarepE. Yes, sir 


The CHamman. They deny it? 


Mr. Sarrarepe. They deny know Ing’ that ny Canadian w ul 
Senator AnperRson. Knowing? Let us see if we get the question 


answered. Your question, I believe, Mr. ¢ urman, was, does Bunge 
deny that any Canadian wheat went into flour, and Mr. Sarrapede’s 


answer st tarted off, “They deny knowing.” Do you not think we ought 
to get first whether they now know it or not? They did not at the 


time, unquestionably. Do they now know it? 

Mr. Sarkapepe. They know it now. 

The CHarrMan. And they still decline to make at Vv repayment ¢ 

Mr. Sarrarepe. Agriculture has not requested them to make any 
as vet. Actually, the report which contains the findings with resp et 
to the flour that went into the IWA program was just recently sul 
mitted to administrative officials. There has not been time to make a 
formal claim on Bunge. 

Senator Witu1ams. I suppose it is in the record before, but just to 
make it clear would you point out briefly the necessity of these permits 
to which you referred? Just why was it essential that Transit Grain 
have these permits, and what could they do with them that they could 
not do without them ? 

Mr. SARRAPEDE. There was quite a bit of congestion at the ports. 
Government officials did not want all these grain concerns shipping 
quantities of wheat into the ports so that the ports could not handle 
them. That was the basic reason for issuing the order originally. 

Senator Witty ims. So there was an embargo put on by the ¢ tovel nh 
ment against the shipments ¢ , 
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Mr. Sarrapepe. That is right. Unless they were authorized by the 
Government. That is why it was necessary to have permits. 

Senator Witu1aMs. Then this other Government agency, the CCC, 
passed out these permits in blank to the Transit Grain Co. ¢ 

Mr. Sarrarepe. That isright. Transit Grain Co. secured these per- 
mits. Actually Transit Grain Co. was not entitled to the permits. 

Senator Wriuiams. While other legitimate operators were unable 
to get their wheat into the port. 

Mr. Sarkarepe. It could have happened. 

Senator Anperson. If they did not have an inside connection, they 
could not get their grain into the port ? 

Mr. Sarrarepe. That is right. These permits were important to 
shippers. 

Senator ANperson. In passing out these permits for the port, did 
the Commodity Credit Corporation have to apply the same as an 
independent agent for these permits ? 

Mr. Sarrapede. That is right. 

Senator ANperson. They were awarded to the Commodity Credit 
Corporation by virtue of the fact it was a Government agency, rather 
freely and on a preferential basis? 

Mr. Serrapepe. That is true. 

Senator ANnperson. In passing those out to the Transit Grain Co. 
did they pass out any in a similar manner to any other grain company ? 

Mr. Sarrarepe. Not that—we have not investigated that. It could 
have happened, but I do not know that it did. 

Senator ANpERsSON. I am going to hazard that the record will show 
that they did that in numerous occasions and never were in any trouble. 
Most of the grain trade was thoroughly reliable and never took any 
adv: antage of that. I beleve you will find that the habit of sending 
them out was not confined . Transit Grain Co. I should not be testi 
fying to that but I think it is a good point to check. I believe the 
testimony will show that raniie well-recognized organizations had 
been given these permits en bloc. 

Senator Wiu1aMs. Were they sent out in those other instances as 
loosely as they were with Transit ? 

Mr. Sarrarepe. We did not check any other shippers. We are 
primarily interested in this Canadian wheat. We want to know 
whether we paid any subsidy on it. That is our main objective in all 
of these investigations. 

Senator Witu1amMs. How much had been paid to Transit ? 

Mr. Sarrarepe. Transit itself never exported under the IWA pro- 

ram. It brought this Canadian wheat into the elevator and it was 
low-grade wheat, sample-grade wheat. Transit had an arrangement 
with the elevator to blend in this very low-grade wheat with higher- 
grade wheat, still not depreciating that higher-grade wheat to the 
extent that it might basdings lower grade. As a result, it was able 
to get rid of this Canadian wheat, that low-grade wheat, and receive 
a compensating adjustment on the elevator records for higher-grade 
wheat which, of course, was profitable. 

» Transit did not claim any subsidies under the IWA program. 
But the wheat which they brought down in bond was shipped out 
by other exporters, unknowingly, under the IWA program, and that 
included CCC, 
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The CuarrMan. We thank you, Mr. Sarrapede. We have Mr. Hig- 
man with us this morning, and Mr. Murphy. However, we will recess 
until Friday morning at 10 o’clock. I do think this is an important 
matter not only because it relates to the handling of wheat but pos- 
sibly other commodities which will be brought into this country and 
which might be worked in a similar way in avoiding the intent of the 
law. 

(Whereupon, at 11:53 a. m., the committee adjourned to reconvene 
at 10, a. m., Friday, May 15, 1953.) 
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Unrrep Srares SENATr, 
COMMITTEE ON AGRICULTURE AND ForESTRY, 
Washington. D. 
The committee met, pursuant to adjournment, at 10:08 ; 
room 324, Senate Office Building, Washington, D. C., Senator Georg 
LD. Aiken (chairman) presiding. 
Present: Senators Aiken, Williams and Anderson. 


The CHamman. The committee will come to order. We will co1 
tinue with our study of the importation of wheat classified as fit 
for woeer consumption. We expect to he: ur this morning Mr. Hig 
man, Chief of the Division of Classificati Entry and Value. Bureau 
of Customs, Treasury Department, an d Mr. KE. J. Murphy, Deputy 
Director, Grain Branch, PMA, United States Department of 


Agriculture. 
Mr. Higman, will you take the chair opposite the reporter! I 


think it has been sufliciently brought out in the testimony betore 
this comn rym that the law or the regulations as apphed by the 
Bureau of Customs in the past have been subject to evasion as 
the intent of the law, and that the evasion has actu lly bee) pra 


in this respect. 

It will be recalled that Customs advised us that they were working 
on a proposal to tighten up on the importation of this @ o th 
evasion would be more hazardous and perhaps impossible in the 
future. 

Mr. Higman, if you will go ahead and tell us what the Customs 


Bureau has done in this respect we will be glad to hear from you. 


STATEMENT OF W. E. HIGMAN, CHIEF, DIVISION OF CLASSIFICA- 
TION, ENTRY, AND VALUE, BUREAU OF CUSTOMS, TREASURY 
DEPARTMENT—Resumed 


Mr. Hieman. In the weekly Treasury decisions of April 30, 1953, 


we published a regulation which consists of the addition of section 
10.106 to the Customs Regulations of 1945 covering the e rae of wheat, 
whether it is wheat as such or wheat which is described in that para- 
graph as “wheat, unfit for human consumption.” The change in the 
procedure is simply this: At the time a shipment of wheat is entered 
the importer, if he is making a claim that it should be estat 

“wheat, unfit for human consumption,” will be required to file an 
affidavit stating whether it is to be used in the manufacture of a 
product for human consumption. If the importer files a declaration 
to that effect, the wheat will be classified as wheat at 21 cents. If 
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he fails to file any declaration, the wheat will be classified as wheat 
at 21 cents a bushel. 

If he declares it is not to be used for human consumption, he must 
declare in the affidavit the purpose for which it is to be used, and if 
he declares it is to be used for feed—for example, animal feed—the 
current procedure of testing the shipment to see whether the per- 
centage of damaged kernels is 30 percent or more will be followed, 
and if the test shows that that is the percentage of damaged kernels, 
the shipment will be classified at 5 percent as wheat unfit for human 
consumption. That is basically the new regulation, sir. 

The Cuarrman. In other words, you require the filing of an afhi- 
davit showing the ultimate use of the wheat, and if no affidavit is 
filed, or if in the affidavit it is specified that it is to be used for human 
consumption, then you require the payment of the full amount of the 
duty at 21 cents a bushel, approximately, and charge that amount 
so imported against the 800,000 bushels which are permitted to be 
imported annually ¢ 

Mr. Higman. It would be charged against the quota in that case. 

Senator Witi1ams. Do you think that will correct some of the 
situations that we have had in the past? 

Mr. Hieman. It will certainly result in the payment of 21 cents 
a bushel and charging against the quota of shipments which the im- 
porter intends, at the time of importation, to use in the manufacture 
of flour for the making of bread. I think that is certain. 

Senator WituiaMs. It would then act to prohibit a repetition of 
that which we are investigating here today ? 

Mr. Hicman. To that extent I think it would have a very pro- 
nounced effect. 

Senator Wiii1ams. When did they put this into effect ? 

Mr. Hiegman. This will go into effect 90 days from April 30 as to 
shipments entered for consumption or withdrawn from warehouse 
for consumption on or after that date. 

Senator WitirAmMs. Suppose an importer says he does not want to 
comply with that. Can you make him do it? 

Mr. Hieman. If the importer fails to file the declaration provided 
for here we will assess duty at 21 cents a bushel. 

Senator Wiriu1ams. You do have enforcement provisions whereby 
you can make them comply ? 

Mr. Hieman. No; not in that sense. The importer, if he desires 
to have the wheat classified at the 5 percent as “wheat, unfit for human 
consumption,” he must show a use not for human consumption such 
as animal feed. 

Senator WittiaMs. That in effect forces compliance? 

Mr. Hicman. It results in the assessment of 21 cents a bushel if 
he does not show an intended use for nonhuman consumption purposes. 

Senator Wia1AMs. This corrective measure has been taken without 
any change in the existing law; is that not correct? 

Mr. Hieman. No change in the existing law has been made. 

Senator WiuuiAMs. In view of that, why was this same corrective 
measure not taken months ago if under the law you had the authority 
to do what you are now doing to correct it? W hy did you wait until 
now to do it? 

Mr. Hieman. Or, even, you might say, years ago. 
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Senator Wiriutams. Yes. When it was first called to your atten- 
tion, why did you not correct it then ¢ 

Mr. Hieman. The history of this provision has to be gone into to a 
certain extent to meet your question. It first appeared in the law, as 
we have stated before, in 1930. Immediately it became necessary to 
interpret it. The interpretation which was given it was that wheat, 
unfit for human consumption, did not mean wheat which was in such 
a physical condition by reason of contamination or otherwise—al- 
though it did not include that—so that it would be harmful to human 
beings if eaten by them, or consumed by them, but meant wheat which 
it was not commercially feasible to use for purposes of human con- 
sumption. That was the first ruling that was made on that point, 
in 1931. I think I should repeat the exact language, as when we had 
the hearing before. 

Senator Witi1ams. Do you mean to tell me that since 1931 they 
have been bringing this wheat in at 5 cents a bushel, at the lower 
duty, and regr ading it? 

Mr. Hieman. I think that must have been going on to some extent, 
sir. 

Senator Witu1AMs. For the past 20 years? 

Mr. Hieman. I think so. 

The CuHatrman. However, the limitation on the importation of 
wheat fit for human consumption was fixed at 800,000 bushels. I 
believe, in 1941, Mr. Guinane advises me. 

Senator Wititiams. And apparently it would be going on yet had 
this committee not gotten into it and e a «| some of the extra costs 
to the Federal Government as a result of that loophole; is that right ? 

Mr. Hieman. | do not know that Lam ina position to answer that, 
sir. 

Senator Witu1Ams. Were you working on a change in this regula 
tion before the committee got into it? 

Mr. Hieman. I think not. 

The Cuarrman. I might point out that after this matter came up, 
and several other matters came up, which very obviously would require 
a great deal of time of members of the committee to work upon—more 
time than we had, in fact—the committee authorized the employment 
of Mr. E. P. Guinane to work with the committee on these matters. Mr. 
Guinane has been working on this matter of the improper use of wheat 
imported and classified as unfit for human consumption, or which 
should have been classified that way. He has been following through 
the proposals of the Customs Bureau for plugging this loophole. 

Lam going to ask, if at any t ime matters do not seem to be coming out 
clearly in questioning by members of the committee, that Mr. Guinane 
feel free to ask questions. 

Mr. Hieman. On that time element, Senator, I am not sure exactly 
the date on which—to use your phrase—the committee took up the mat- 
ter. We have been studying this question of course from the time when 
the General Accounting Office brought the matter under this type of 
discussion say 2 years ago, I imagine. Whether the committee had 
it in hand at that time I do not know. But the General Accounting 
Office, in connection with its Duluth audit brought the matter to our 
attention from the standpoint of seeing if we could not effect a new 
type of regulation which would, to use their phrase, correct this sit- 
uation. 
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The Cuarrman. Was the General Accounting Office the first to call 
t to your attention? Did not the collector of customs at Duluth, or 
for the Minnesota district, call the probable evasions to your attention ? 

Mr. Hiaman. Inthat sense; yes. We did not agree with the collector 
that anything in the situation to which he called attention involved 
evasion, or was a violation of the law, or of the regulations 

Senator WinturaAMs. That is true, but it was not a violation of the law 
vecause you did not have any regulations with any strength to them, 
as | understand it. When he called it to your attention that this loop- 
hole existed, why did you not do what you are just now doing, that 1s, 
tighten up your regulations so that you coul | prevent it? Did you give 
=o consideration to such action ? 

 Hieman, Oh, Yes. The General Accounting Office desired that 
we institute a system of affidavits showing the actual use of the im- 
portations. 

Senator WitiramMs. They required that ? 

Mr. HiemMan. They suggested that. A ve have pointed out re 
peatedly to the General Accounting Office, and other agencies and to 
this committee, when ( ongeress makes the classification of imported 
merceha dlise, dep nding on the end use of the merchandise, as it does 
in connection with leather imported for the manufacture of shoes, or 
wool brought in for the manufacture of carpets, or scrap brought Mm 
for use in remanufacture by melting, or salt brought in for curing fish 
or bauxite brought in for us e in refractories, or in the case of wheat 
itself, in Public Law 211, when it was brought in for the manufacture 
ot T¢ eds, it SO dS vecifies. 

When the C ongress cloes not, 1n its enactment, spec ify that the cla 
fication of the merchandise must de} pe nd u ipon the use to whi ht the 
merchandise is put, we are W ithout author ity to 1mpose that condition. 
That is the reason why the suggestions of the General Accounting 
Office and certain other suggestions that classification be dependent 
upon end use, could not be legally adopted. 

Mr. Gurnane. Mr. Chairman ? 

The CHarrMan. Mr. Guinane. 

Mr. Guinane. Following up Senator Williams’ question, what pre- 
vented you in 1951, when the collector at Duluth wrote in advising your 
Bureau of large increases in the importation of this wheat, and sug- 
gested at that time that a reconsideration of the problem be made, what 
prevented your Bureau at that time, in 1951, prior to the time that the 
60 million or more bushels came in, from putting in the same regula- 
tion that you have now introduced. 

Mr. Hieman. Nothing, except this: This regulation that we are now 
putting into effect, as 1 would say from expressing my own opinion, 
could have been put into effect in 1930 when the law was enacted. 
There are people in our service who think that it could not have been 
done then or now. This regulation does not represent any uniform 
opinion among Customs officers as to what paragraph 7 (29 permits to 
be done. When the question first came up, shall we say as a result of 
the collector of Duluth’ s letter, there was no thought in any Customs 
man’s mind that this type of regulation could be promulgated. As a 
matter of fact, this type of regulation was not suggested. This type 
of regulation is a development as a result of a long period of con- 
sideration of this prob lem and an effort nih ier 3 Date Bom existing 
law to meet it. 
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Senator Wiiirams. I can understand this difference of opinion as 
to whether or not you hada legal I oht tO put In this regulation Was 
there any difference of opinion among the group as to the necessity Tol 
such a regulation ? 

Mr. Hig AN. There Was, sir. 

Senator WILLIAMS. My point back of that question is if there were 
those in your organization who felt that it needed corre cing a d you 
did not have the adequate law, is there any record where y ame 


down to the committee. the Coneress, or anywhere, and as or tor a 
tightening up of the law? 

Mr. Hieman. I do not believe there is a record of such suggestion. 

Senator Wiitrams. Then the assumption must be that you just were 
not concerned ¢ 

Mr. Higman. No. Our former commissioner was convinced, as 
many of the Customs peop ‘le today are con) ener that under para- 


graph 729, as written, there is no tuthorit ty to ake the classific 


ot the products deseribed therein deper ident upon the use to which 
they are put, or even the intended use to ah ch they are to be put, 
But the prevailing view, the authoritative view is represented by this 
regulation. 

Senat eran aaa You mean the commissioner today thinks that ? 

Mr Praca’ Ve have no commissioner today, sir. But our former 
commissioner on very understandable frounas Te lt t | it tnere is no 
different rule for the classification of imported heat than fon any 
other e mmodity : that when ¢ ongress wanted the ¢ lassification ia 


com odity de pe ndent upol the use which was made of it, as Congress 


has provided lh col nnection wit] l leat] er for shoes, wool for carpets, 


and many other p imodities, the statute has been worded. When 
Congress enacted Public Law 211 making feed materials free, it spe- 
cifically worded the statute so that end-use s the test of classifica- 
tion and our regulations under that statute so provided. 

The Cuarrman. Mr. Higman.as far as the Customs Bureau Ol 
cerned, were there not just two end uses: Either » for human 
veces stipe use not for human consumption? You must have had a 
knowledge ot the poss} ible uses for human col imption. 

Mr. HicgMAN. ] believe that kno ledge has ex sted from the beg li- 


ning. I think in 1935, ‘ous this question received very basic con- 
sideration, it was admitted and known by all the people who were 
concerned with it, the Department of \oriculture and the people 
the Bureau, that quantities of this wheat would find its Ly Into the 
manufacture ot flour. | th nk the suggestions were made at that 
time that the volume of that would be about 5 percent ot the total 
volume and that the extent to which this class of wheat would be 
intermixed with other ‘wheat in the manufacture of flour would prob- 
ably not exceed 25 percent of any one mill lot. So I believe that 
ation, that somalaity was probably recognized from the begi 

Senator Win.iams s. Then you just felt that it could happen under 
the law and there was nothing that you could do about it but vou 
thought it would be held down to around 5 percent or some thir og like 
that. Is that right? 

Mr. Hieman. The suggestion, as I read the letter from Agriculture, 
Is that they felt that 5 percent of the volume of importations would 
cet into those channels. 
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Senator WituraMs. If 5 percent had a legal right to do it, and it 
was not against the law for them, what would have prevented all 
the importers from classifying all their wheat as animal feed and 
then using it for flour or whatever tuey wished? Do I understand 
you correctly to say that they could have done that and there was 
nothing that you could have done about it ? 

Mr. Hieman. I certainly have not intended to say that. 

Senator Wmi1aMs. If I understand you correctly, you said they 
could get away with it for 5 percent, but as long as the violation 
stayed down around 5 percent you were not concerned. If 5 percent 
of the people can violate the law 100 percent can violate it. If you 
have no enforcement provisions against 5 percent of the people you 
have no enforcement provisions against 100 percent. 

Mr. Hieman. No. The test was, as laid down, and as published, 
whether the use of the wheat was commercially feasible in the manu- 
facture of products for human consumption. This was the first public 
announcement, sir, an abstract of a decision made on April 17, 1931. 
This is Treasury Decision 44791, captioned “Wheat.” It was pub- 
lished in the Weekly Treasury Decisions, which is the normal channel] 
for such publications. 

Certain wheat not physically unfit for human consumption but commercially 
unfit for human consumption held dutiable at 10 percent ad valorem under 
paragraph 729 of the Tariff Act of 1930. 

So the test that was laid down was not physical fitness or suitability 
for human consumption but ee it was commercially feasible. 
The test of commercial feasibility was more or less crystallized in 1935 
whe nn the prior regulation was srousileated, published as TD 47577. 

Phat was based upon this letter from the Department of Agriculture 
that I speak of pointing out that they though that probably under 
current conditions not more than 5 percent of the volume of the im 
portations would be used in the manufacture of flour, and then prob- 
ably not to the extent of more than 25 percent in any one milling. 

So that the test of commercial feasibility was laid down as being 
the presence of 30 percent or more damaged kernels. 

Senator Witu1ams. Have you not revised those rulings since 1935 4 

Mr. Hicman. No. 

Senator Wiiu1aMs. You have not touched them? 

Mr. Hieman. Not until this present decision. 

The Cuatrman. Then you anticipated for the last 20 years that 
as much as 25 percent of any 1 shipment might possibly be used in a 
manner not authorized by law? 

Mr. Hieman. In a manner authorized by law, because I am certain 
that no one would have recognized that possibility if they thought 
the law did not permit it. 

Senator Witu1aMs. That is the point that I am bringing out. If 
you recognize that 20 to 25 percent of it could go in this manner, 
what was to stop 99 percent of it? Was there a limitation of 25 per- 
cent on it? 

Mr. Hieman. There was the limitation which would be imposed 
by this test of commercial feasibility. 

Senator Wrmu1ams. Was that a limitation written in the law or just 
a limitation in the Department ? 
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Mr. Hieman. In the books. In the Supreme Court decisions, in 
the customs courts decisions, and even in the Tariff Act. Most of 
the Tariff Act provisions are construed not in the light of science or 
in the light of—they are construed in the light of commerce and com- 
mercial designation, for instance, which is one of the criteria that 
we always use. 

Mr. Guinane. Mr. Higman, your division in Washington has juris- 
diction of making interpretations when collectors or the trade inquire 
as to a particular interpretation under one of your regulations. For 
instance, under this paragraph 729. If a collector is in doubt as to 
what should be entered under a particular section of the Tariff Act, 
your division here in Washington interprets for the collector what 
should come in and what should not come in ? 

Mr. Hieman. Yes, sir. 

Mr. Guinane. Your division has sole jurisdiction in that regard ¢ 

Mr. Hieman. We certainly have the initial jurisdiction. 

Mr. Guinane. As far as customs are concerned ¢ 

Mr. Hieman. Subject to review. 

Mr. Guinane. In 1951, when the collector at Duluth asked for a 
reconsideration, your Bureau replied that no reconsideration was in 
consideration at that time at all, was under review at that time. Why 
was it when your Bureau had sole jurisdiction that you did not make 
some study of it at that particular time? 

Mr. Hiegman. We did make some study of it. As stated prey 
ously 

Mr. Guinane. Why did you advise the collector then that no review 
would be made of the suggestion ¢ 

Mr. Hieman. We did not advise him that. Let me answer your firs 
question first and then I will answer that immediately. When tl 
question arose We got into consultation with the people in the Depart 
ment of Agriculture and discussed the whole question as to whethe 
this 30 percent rule was still a proper approach and whether there 
had been any developments in the situation which would 
require the adoption of another basis if we could legally 
the matter was under consideration between the two 
extended period. Any suggestions that there was any urgency about 
it, or any necessity for continuing review just evaporated. 

Senator Wititiams. What was the period of that study 4 

Mr. Gurnane. It was in January 1951. The collector at Duluth 
advised the Bureau of Customs here at Washington of the increase in 
importations of this class of wheat. 7 hey set out, for instance, by 
months. In September 1950, there were 62,000 bushels: October, 
172,000; November, 334,000; December 1950, 408,000, pointing out 
that in:porters were bringing this in and taking advantage of a very 
favorable Customs ruling which had been made on this in a test case. 

The Bunge Corp. had communicated with Customs at that time, in 
1980, said they wanted to bring in a small quantity, some 60,000 
bushels, I believe, for experimental purposes, and that question Was 
put up to Customs here at Washington to see whether that wheat 
could be entered and tested for milling purposes. The Customs Bu 
reau in Washington at that time ruled that this wheat. supposed] 
unfit for human consumption, could come into tl 
milled into human consumption products. That 
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seminated throughout the trade at that time and the hugh importa 
tions commenced then up to the present time. 

Senator Wiz1Ms. In other words, you did make a decision ap 
prov ing this. Isthat correct ? 

Mr. Hieman. Oh, yes. You are speaking now, I take it, of the Bu- 
reau’s decision signed by the Commissioner on October 13, 1950, ad 
dressed to the collector at Duluth 4 

Mr. Guinane. Yes, from the Bunge Corp. 

Mr. Hicman. I do not know which corporation. Apparently the 
decision Mr. Guinane is referring to is the Bureau’s telegram of Oc 
tober 13, 1950, to the collector at Duluth, reading as follows: 

Retel concerning wheat under entry 91, classification as unfit for human con 
sumption and examination from quota approved. 

Dow, Commissioner. 

Mr. Guinane. Why was that decision made? 

Mr. Hieman. That decision was made because it was firmly believed 
by ever body concerned to be a correct view of the law. 

Mr. Guinane. Mr. Higman, would you mind stating at this time 
your interpretation of paragaph 729 where that paragraph states: 

Wheat, as such, will be duitable at 21 cents; wheat, unfit for human consump 


tion, at 10 percent ad valorem— 


later changed to 5 percent. What is vour interpretation of that par 
agraph? Did Congress mean that wheat unfit for human consump 
tion should be entered for human consumption or did they mean the 
contrary ¢ 

Mr. Hieman. You mean what is the Bureau’s interpretation, not 
my own personal interpretation ¢ 

Mr. Guiyang. No, I mean your interpretation of paragraph 729. 

Mr. Hicman. You mean the Bureau of Customs’ interpretation ? 

Mr. Gurnane. Yes. And that is your interpretation, is it not? 

Mr. Hieman. There is nothing in the books that anyone has been 
able to find 

Senator Wititiams. When you speak of the books are you speaking 
of your books or the law ¢ 

Mr. Hitec AN. I am speaking of the books as the lawyes speaks of 
them, the congressional hearings, committee reports, judicial deci 
sions, and so forth. 

Senator Witiiams. We are having a hard time understanding just 
what you have done. 

The CuarrMan. You did not answer Mr. Guinane’s question as to 
whether the Customs Bureau’s interpretation is also your interpre- 
tation of the law. 

Mr. Hicman. May I state the Customs Bureau’s interpretation 
first ¢ 

The CHarrman. Yes. 

Mr. Hieman. Since I am an employee of the Customs Bureau, and 
since there is an official interpretation of this statute, assuming that 
I might have a different one. which I—I do not know whether I should 
Say 1 do—should I state it? Would it be proper for me to state it? 
I do not think it would, sir. Would it? 

The Cnatrman. Do you have a different one? 

Mr. Hieman. I do not. 

The CuatrmMan. You do not have a different view than the Bureau 
of Customs ? 
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Mr. Hieman. I do not. I am wondering whether I should discuss 
this in terms of my personal opinion or the Bureau’s. 

Senator WitiiamMs. If you agree with the Bureau’s opinion what 
difference does it make ? 

Mr. Hicman. I am an employee there. 

Mr. Guinane. You are Chief of the Classification and Entry 
Division ? 

Mr. Hiaman. Yes, sir. 

Mr. Guinane. Your particular Division is the Division that makes 
interpretations for collectors of customs? 

Mr. Hieman. Yes, sir. We prepare them for various signatures. 

The Cuatrman. Now, will you answer the question as to your in 
terpretation of that part of the law? 

Mr. Hieman. Since the question has been raised that way, 1 am 
rather sorry it has: I am in thorough agreement with this regulation. 
In fact, I was one of the principal drafters. 

The Cuairman. Why are you sorry ¢ 

Mr. HiaMan. it is rather difficult to discuss this thing except In 
terms of your organization. 

The Cuairman. If you agree with your organization— 

Mr. HigMan. ] do agree. 

The Cuairman. Why should it embarrass you ? 

Senator Wittiams. You are not ashamed of what they have been 
doing ? 

Mr. Hieman. I am not. 

Senator Wittiams. Then let us have it right straight out. 

Mr. Hieman. There is nothing in the congressional hearings or in 
the committee reports or in the report of the cases or anywhere that 
we have been able to locate, as indicating precisely what the Congress 
intended when in 1930 the phrase “Wheat, unfit for human consump- 
tion,” was introduced into paragraph 729. That is not an unusual 
state of affairs because there are thousands of paragraphs and thou- 
sands of provisions within those thousands of paragraphs. So the 
Customs Service was faced with the necessity of interpreting this 
provision, and it interpreted it in the beginning as I have just stated 
and read from the record. That interpretation has continued from 
that day to this and even to this regulation. 

This regulation is supposed to be mn complete harmony with thie 
principle announced in TD 44791 (11). 

Mr. Guinanr. You are speaking of the new regulation ? 

Mr. Hieman. I am speaking of TD 53249, the new regulation. 
This regulation is supposed to be, and in my opinion is, in complete 
harmony with the construction given to 729 from the beginning. 

Mr. GUINANE. Mr. Higman, this new regulation ives Customs 
authority, with wheat damaged more than 30 percent but on which 
a declaration is not made, to assess that as wheat at 21 cents a bushel. 
Is that right ? 

Mr. Hieman. That is what will be done under this regulation; yes, 
sir. 
Mr. Gurnane. Has your legal department given you any opinion 
as to whether you have that right to assess wheat damaged at more 
than 30 percent at 21 cents a bushel, in view of your outstanding 
ruling that wheat damaged more than 30 percent constitutes wheat 
unfit for human consumption ? 
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Mr. Hieman. All regulations in the Treasury Department pass 
through the oe department before they are signed. 

Mr. Guinane. And they feel that you ‘do have that authority ? 

Mr. Hieman. They must. The ‘y have approved this regulation. 

Mr. Gurnane. And you did have the authority back in 1950 and 
1951 to issue a similar Treasury decision to prevent the flow of this 
wheat ? 

Mr. Hieman. I would say we had it on June 17, 1930, when the act 
was enacted. 

Mr. Gurnane. Under your new regulation the importer will be re- 
quired to file a declaration. Assume that he files a declaration st: iting 
that this wheat is to be used for feeding purposes. What policing will 
the Customs Bureau do to enforce or insure that that statement will 
be followed ¢ 

Mr. Hieman. Those declarations will be turned over to our customs 
agents who will follow them through to the best of their ability. 

Mr. Guinane. Is that your present practice on other declarations, to 
turn them over to the customs agents ¢ 

Mr. Hteman. Only when a question of violation is present. 

Mr. Guinane. As a matter of fact they do not have sufficient per- 
sonnel ? 

Mr. Hiteman. They do not have sufficient personnel to do that, and 
it is only because of this special situation, as I understand it—although 
I did not sign this particular order, or prepare it—it is only because 
of this special situation that they would follow this affidavit through 
to the extent that they are going to. 

Mr. Gurnane. Has that procedure been set up? 

Mr. Hieman. Yes; it has. 

Mr. Gurnane. Collectors will do that themselves, will they ? 

Mr. Hieman. The customs agents will obtain these declarations 
from the collectors of customs at the ports at which this wheat is 
entered and they will analyze them and follow through to the extent 
which is possible, and if there are any false declarations discovered 
of course there will be proper steps taken under the enforcement pro- 
visions of our acts and other acts. 

Mr. Guinane. Has that been followed by customs if any other decla- 
rations made by importers or exporters, for instance, are made? 

Mr. Hteman. Not on an organized basis such as it will be here, be- 
cause it is just impossible to follow through all those affidavits. Of 
course that doesn’t mean that there is not an enforcement activity in 
connection with them. Any doubt, any question in any field of customs 
is referred to the agents as you know, and they are always alert for 
law violation. 

Mr. Guinane. But it would necessitate referring it to Customs 
Agency Service. Their job is generally investigating frauds. 

Mr. Hieman. Exactly. 

Mr. Gurnane. They have very little time for any survey proposi- 
tion like this. Is that true? 

Mr. Hieman. I am afraid I cannot answer that. I am not sure that 
I understand you. 

Mr. Gurnane. You have not followed the same procedure in the 
hundreds of thousands of declarations that are filed every day 
throughout the country, have you? 

Mr. Hieman. Oh, no. We could not. 
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Mr. Gurnane. In order to enforce this you really are going after 
this and set up a special division ? 

Mr. Hieman. This is certainly going to be given special attention. 

Mr. Guinane. Has the investigative section of Customs said that 
they can do this under their present appropriation / 

Mr. Hieman. I have not heard of any comment on that aspect. 
Certainly the Deputy Commissioner in charge of investigative organ- 
ization has got out these instructions so he undoubtedly took into 
consideration all aspects. 

Mr. Gurnane. Do you really and frankly believe that there will be 
any substantial spot check, even, on such declarations? 

Mr. Hieman. I cetainly do. The instructions to make those spot 
checks have gone out. 

Mr. Guinane. That would be quite a job; would it not? 

Mr. Hieman. I would think so. I would think it would be a very 
extensive job. But it is not in my department. 

Mr. Guinane. On this new decision, Mr. Higman, you were kind 
enough to furnish this committee with copies of letters you received 
from collectors of customs and the trade in response to letters that you 
had sent out enclosing a copy of GAO memorandum with reference to 
affidavits. I notice that the collectors in general, that is as far as 
the letters that we have received, were definitely against this new 
regulation and in favor of other suggestions. 

The collector at Cleveland, commenting on the suggestion of GAO 
concerning aflidavits—not the new resolutions; it wasn’t published at 
that time—stated that— 


lossibly affidavits might be used if no other better method is found. 


Affidavits would be similar to a declaration in some sense: would 
they not? 

Mr. Hieman. No, I donot think so. I think what the collector had 
in mind was the type of affidavit that GAO was suggesting, of having 
the receiver and user of this wheat, for instance the man who fed it 
to chickens in New England, furnish an affidavit that he had fed 
this wheat to chickens. 

Mr. Gurnane. You think this declaration will be better than an 
affidavit from a purchaser? 

Mr. Hieman. Firstly I think this declaration will be legal. I 
think that the affidavit of use, actual use by the recipient of the wheat, 
would not be possible under the law. 

Secondly, I think that this will be very effective and probably ac- 
complish substantially the same results that an actual affidavit of use 
would a. 

Mr. Gurnane. Isn’t it your experience that at least 95 percent of 
importers are good, honest businessmen, and that there is just a small 
segment, perhaps not 5 percent, that you really have to look out for? 

Mr. Hieman. I cannot state it in terms of percentages, but our 
experience has been that most importers are good, honest Americat 
businessmen. 

Mr. Guinane. And the smal] group of 5 percent are the ones who 
give Customs trouble ? 

Mr. Hieman. That group is a group that is under surveillance and 
quite generally known to our enforcement officers, and that is one 
reason why we are so successful in our enforcement. 

34117—53——_9 
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Mr. Guinane. Do you think there would have been any protest on 
the part of the trade if, in your regulation, in addition to filing the 
declaration, you would have requested the importer to furnish to 
Customs statements directed to Customs so they would constitute false 
statements, in addition to the declaration, statements from the pur- 
chasers that they would use this wheat as feed? Don’t you think 
that it would be more effective and require the Customs Bureau to 
do less policing than the present regulation ? 

Mr. Hieman. I think the only way I can answer that is to say that 
it is our considered opinion that that course of action cannot be taken 
under the law. Therefore the question of its relative merits from 
the standpoint of effectiveness is hardly one that we could consider. 

Mr. Guinane. What law gives you the right to require declarations ? 
It is your Treasury decision; is it not? 

Mr. Hieman. Yes. 

Mr. Guinane. Why could not your Treasury decision also include 
the submission of affidavits by the purchasers to customs showing that 
they were going to use that for purposes of livestock and poultry 
feeding? Why could you not have included that then under the 
Treasury decision ? 

Mr. Higman. Would you mind repeating that? I want to get the 
parties straight here. There is the importer in these cases, then there 
is probably some dealer to whom the importer sells wheat, and then 
there are these thousands of people in connection with the feed, the 
farmers, the grain man, the little corner feed store, and soon. Which 
people are we talking about? 

Mr. Gurnane. I am speaking of the importers. This new regula- 
tion requires the importer to make that declaration, does it not? 

Mr. Hieman. It does. 

Mr. Gutnang. Why could not your regulation, in addition to hav- 
ing the importer submit this affidavit or declaration, also submit at 
the same time affidavits or statements directed to customs from his 
purchasers, that they were going to purchase a certain amount of 
this feed from the named importer and were going to use it for live- 
stock and poultry feeding only, so that in the event that the purchaser 
used that for human oe you would have false statements 
against the purchaser, in addition to false statements of the importer, 
if both were at fault ? 

Mr. Hieman. I think there is a little misunderstanding there of the 
time element. When the wheat is brought into a port, Buffalo, Du- 
luth, St. Albans, there is no contact at that time with the people who 
are ultimately going to receive and use that wheat. 

Mr. Gurnane. I was not bringing the people in at all. All your 
business in this connection would be with the importer, require the 
importer to produce to you sales invoices, for instance. 

Mr. Hieman. He may not have sold it. 

Mr. Guinan. Or affidavits. 

Mr. Hieman. I will say this, Mr. Guinane: Our experience with 
these affidavits of use—and that is one of the things that make them 
so tremendously undesirable administratively—is that they do not 
come in until years after the importation has been made. We had 
that trouble under Public Law 211, where Congress provided for that. 

Mr. Guinane. That is the way the law was written. 
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Mr. Hieman. No; because that law is the same as the other laws, 
the importation of leather for shoes. Here are the mechanics: The 
importation comes into the port. The importer probably has not 
sold his goods. At that time he is the only one who is dealing with 
the customs. The statute necessitates and the regulations under the 
statute say, in connection with leather for shoes, one of the best 
examples, that we will withhold the determination of the rate of 
duty until we h: ave proof that that leather was actually used in the 
manufacture of shoes or manufacture of footballs or some of the 
other summenetedk commodities. 

So we suspend all activity. There is that entry in the customhouse 
unliquidated. Some months later an affidavit 

Mr. Guinane. Mr. Higman, we are not speaking of that procedure 
at all. 

Mr. Hieman. I thought you were. 

Mr. Guinane. I am merely speaking of why could you not require 
the importer in addition to making this declaration also submit to 
you affidavits from his purchasers. 

Mr. Hieman. If he did not have a purchaser, it would not be pos- 
sible to submit it. 

Mr. Guinanr. Would it not be your experience, or has it not been 
your experience, that legitimate purchasers of this wheat for livestock 
and poultry feed make their contracts with them and know what it is 
going to be used for, and a small segment of the speculators would be 
the only ones who probably would not have purchasers at the time 
of importation ¢ 

Mr. Hieman. My only experience in that area is in connection with 
Public Law 211 when Congress provided that the wheat brought in, 
and other commodities, for feed use, would be free of duty—— 

Mr. Gurvane. Public Law 211 has no connection with my question, 
Mr. Higman. I am just asking whether you could not have required 
the submission of statements or affidavits under this Treasury cle- 
cision, without regard to any law. 

Mr. Hicm AN. | thought 1 your qu ilestion was as to my experie nce as 
to whether the importer of feed products and so on h: id contracted to 
sell them at the time. My experience indicated that they had not, 
and that proof of actual use has to come in many moni ater. 

The Cuaimman. Under the law, Mr. Higman, can you require an 
importer to make a declaration but not require bien: to make an affidavit 
if you deem an affidavit desirable? 

Mr. Hieman. The answer to the question, sir-—— 

The CHarrMan. You can require him to do one and not the other? 

Mr. Higman. In our opinion, under the law we can require this 
affidavit. We cannot require an affidavit of the actual use to which the 
wheat was put. 

Senator Wiiu1aMs. Do you have a copy of the affidavit that you are 
going to require / 

Mr. Hicman. No. I can give you the wording in the resolution. 

Senator Wiuu1aMs. Do you have a form of an affidavit, a standard 
form ¢ 

Mr. Hieman. We could, but it won’t be necessary to prescribe one. 
The language simply says—— 

Senator WiuntaMs. Mi iy I see that language? 

Mr. Hieman. Yes, sir. 
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The Cuarrman. How can a declaration be effective if an affidavit 
would not be effective? How can you control the importer better if he 
files a declaration than you could if he filed an affidavit? Could he not 
file an affidavit saying that that wheat he is importing would be used 
for nonhuman consumption purposes ¢ 

Mr. Hieman. He could and there undoubtedly will be an occasion 
when a dishonest importer will. As Mr. Guinane pointed out we are 
proceeding on the theory, and properly, based upon experience, that 
almost all importers are honest. If they furnish us with an affidavit 
that this shipme nt is going to be used for feed purposes, unquestion- 
ably that is the destination of that shipment, and they will make 
arrangements to see that it remains in those channels. 

Mr. Gurnane. That would not be true of the companies that brought 
in a large amount of wheat, like Transit Grain, Bunge, and others, 
necessarily. If you received an affidavit from offici: als of Transit 
Grain, for instance, or from the Bunge Corp. or Kellogg Milling, or 
Hallet & Carey, would you feel satisfied that the wheat would be used 
as declared, from present experience / 

Mr. Hieman. That is a question I could not answer, sir. 

Mr. Guinane. In the case of Transit Grain, the forwarders han- 

dling the shipment of grain after it has been mixed with good grain 
onal by Commodity Credit, they made declarations at the time of 
export, did they not? % The shippers, when that wheat was shipped 
out from the elevators at Houston and New Orleans, declarations were 
filed with Customs at that time, were they not ? 
fr. Hicman. You are speaking of shippers’ export declarations ? 

Mr. Guinane. And there were false statements in those decla- 
rations, were there not? 

Mr. Hieman. Not to my knowledge. 

Mr. Gurnanr. The declarations described all the wheat that was 
exported as domestic origin wheat, did they not? 

Mr. eee I do not know. 

Set * Wittrams. Why don’t you know? You are head of the 
agency. 

Mr. Hieman. No. I have no connection with this particular activ 
ity. 

Senator Witi1ams. It comes in the Export Department? 

Mr. Hieman. I was about to say that the question of what should 
have been shown on those shipper’s export declarations, and whether 
those shipper’s export declarations were false—and I say I have no 
knowledge that they were—is a question for the Bureau of Census. 
As you know—I think you do—our collector at Galveston, in a letter 
in February 1952, brought up the question about the propriety of 
those shipper’ s export declarations. He had in mind some activity 
and some action with respect to them. 

That question was taken up with the various agencies and finally 
the Bureau of Census wrote the collector at Galveston a letter with 
respect to the course of action that was to be taken on those, or not 
to be taken, or however we view it. 

Mr. Guinane. At any rate, not to waste too much time on that—— 

Mr. Hieman. I could not answer very accurately a question on 
shippers—— 
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Mr. Gurnane. The Canadian wheat, after being mixed with United 
States wheat, was described on export declarations as domestic wheat, 
I understand. 

Now, whether there is a violation of customs laws, it is understood 
that your Bureau instigated an investigation of that at the Commit- 
tee’s request recently. | understand some ot the investigation has 
been completed. 

Mr. Hieman. I think the investigation has been completed and ] 
is how preparing his report. 

Mr. Guinane. On this declaration, you do not think that you would 
have had authority to request affidavits from purchasers, furnished by 
the importer / 

Mr. Hieman. As far as I know any person who has had any contact 
with this problem in the Customs Service in the Treasury Department 
is satisfied that under the law we have no suhonies to require an 
affidavit of end-use for any commodity specified in paragraph 729 
Tariff Act of 1930. 

Mr. Gurnane. If you did require affidavits, it would be administra- 
tively burdensome as far as customs is concerned to handle, 

Mr. Hieman. It is an administrative burden, but that was not the 
determining factor. 

Mr. Guinane. You do not think it is the best method ? 

Mr. Hieman. I would be inclined to think that theoretically a cer- 
tificate of end-use from the farmer or whatever person received the 
wheat, as to exactly what he did with it, is the best proof you can 
obtain as to what use was made of the wheat. 

Mr. Gurnane. Let’s leave that for a minute. I want to get your 
ideas on some other suggestions. The collector at Cleveland, com- 
menting on your letter that possibly affidavits might be used if no 
better method is found, suggested that a further study be made in 
order that orain actually used for human consumption, or which 
could be used for such purpose, be excluded by definition from classi- 
fication under paragraph 729. In this letter the collector stated that 
his office did not favor the proposal which it appears would have 
the effect of making the tariff classification dependent upon the use 
made of each shipment after importation as determined through 
affidavits to be produced. 

He further stated that— 


The tariff classification should be made of the grain at the time of importa- 
tion and grain of a given quality should continue to be classified the same 
whether imported by a producer of animal feed or by a producer of food for 
human consumption. 

The deputy collector at Toledo, also commenting on that said that 
it appeared to him that a simple revision of the definition of wheat 
unfit for human consumption would meet present conditions. And 
he was not in favor of the proposal. 

The collector of customs at Duluth, Minn., the collector there who 
attempted to stop these shipments back in 1950, stated that she was 
not in favor of any affidavit form of proof and suggested the pos- 
sibility of requiring that the imports be sprayed with a harmless 
vegetable dye which would render the product actually unfit for 
human consumption. 
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She also suggested the possibility that the Food and Drug Ad- 
ministration rule this type of wheat adulerated, in whic th case 
it would be tagged and not used for other than feed purposes, oad 
it would be a violation of the Food, Drug, and Cosmetic Act if used 
in any other way. 

Keeping in mind that this small segment of importers, who from 
your experience I am sure you will find will sign anything in order 
to make a profit, do you think that your suggestion of a declaration 
or affidavit, as you stated, is better than a simple revision of the 
definition ? 

Mr. Hieman. I was afraid you were going to ask me why I think 
it is better than several of those courses suggested, all of which we 
have examined very thoroughly. On the basis that it is better than 
a simple revision of the definition, I will say this: No one will urge, 
i am sure, that the Treasury decision recently promulgated is the 
only type of decision which could have been promulgated. There 
probably were other courses, and that was considered to be the best 
of the hundreds that were considered. 

As you can see from the suggestions made by various collectors, 
that is so. In the first place, we were faced with the necessity of 
adhering to the law. You gentlemen, when you enact a statute, 
want us to administer that statute as you have enacted it. To the 
best that we can ascertain your intention, you expect us to follow out 
that intention, and you expect us to comply with the Supreme Court 
decisions announcing the various principles of statutory construc- 
tion, and so on. 

We do that. That is our basic day in and day out job and obliga- 
tion. We perform it to best of our ability. The phrase “wheat unfit 
lor hsideani consumption” is in the statute. It hie to be interpreted 
first by the administrative officers. It has been done, as pointed out. 
It has not been interpreted by the courts. 

The courts might make an interpretation which, of course, we would 
follow. We saw no warrant under the law, or nothing in the neces 
sities of the situation as we understood them, both from the stand- 
point of the people who were using these shipments for feed and the 
obvious desires of your committee and other groups to effect some 
modification, which would have justified an attempt to reeonstrue the 
meaning of “wheat unfit for human consumption,” so that it would 
keep all of this wheat out of the country. 

Mr. Gutnane. Mr. Higman—— 

Mr. Hieman. May I continue? 

Mr. Guiyang. Go ahead. 

Mr. Hieman. It would be possible—and I am not saying it would 
be legal—it would be possible to reread this statute and say “wheat 
unfit for human consumption” means literally wheat unfit for human 
consumption, and unless it consists of a contaminated mass, rodent- 
infested, or in some other such state that the Food and Drug people 
would not let it into the country anyway, it is properly c lassifiable as 
wheat and cannot be classified as wheat unfit for human consumption. 

The Cuarrman. Mr. Higman, how do you interpret President Roose- 
velt’s order of 1941 restricting the amount of wheat which could be 
imported into this country for human consumption to 800,000 bushels 
a year? What did he mean by it? You know there is a limitation 
of 800,000 bushels a year of wheat that can be imported for human 
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consumption into this country in 1 year, do you not? What did Presi- 
dent Roosevelt mean when he asked the Tariff Commission to make an 
investigation and report to him, and then he issued that order? 

Mr. Hieman. The interpretation that was given to the exception 
from the quota of wheat unfit for human consumption in the quota 
provision was that it had the same meaning in the quota provision as 
it has in paragraph 729 as interpreted. 

The Cu..mMan. You do not think that President Roosevelt antici 
pated that they would import up to 60 million bushels in 2 years’ time 
and that certain shippers would use as much as 25 percent of it for 
human consumption, do you, when it was brought in as unfit for human 
consumption ? 

Mr. Hieman. I could not answer that. 

The Cuatrrman. What do you call human consumption? What do 
you mean by human consumption ? 

Mr. Hieman. I can only go back to the original interpretation of 
729, where it said that it means “commercially unfit for human con- 
sumption.” That was construed to mean that, unless it was used in 
greater quantities than were then known of—greater percentages prob- 
ably would be a better word—in the manufacture of such products as 
flour for the manufacture of bread for table use, it was not commer- 
cially unfit for human consumption. 

Senator Anperson. Did you understand that? 

Senator Witurams. No. 

The CHatrman. Senator Anderson—— 

Senator Anperson. I am sorry I am late. I was testifying before 
a House committee. I did not understand this last at all. 

Senator WiruiAMs. We are right where we were an hour ago. You 
have not missed anything. I do not understand it either. 

The Cuamman. I might say, Senator Anderson, when Mr. Higman 
began his testimony I got the impression that since 1931 the Customs 
Bureau has antic ipate d that probably 5 percent of the wheat imported 
as unfit for human consumption would be used for human consump- 
tion, and possibly 25 percent of individual shipments brought in as 
unfit for human consumption would be used for human consumption. 

So I am wondering what human consumption is. Is it human con- 
sumption if you feed the wheat to the chickens and then eat the 
chickens? 

Senator Wintiams. Mr. Higman, under this new order which you 
now have out—this new interpretation—if an importer signs this 
affidavit when the wheat is brought into the country, and he certifies 
it as being imported unfit for human consumption, you accept it and 
he pays the 5-cent duty. Then later we find, as we have recently, 
that it is converted into flour; what can you do about it, and what 
penalties is he subject to! 

Mr. Hieman. If he filed a false affidavit. the shipment or its value 
is subject to forfeiture. Of course, under another statute—— 

Senator WiritAMs. Suppose the shipment had been used? 

Mr. Hieman. Of course, the actual use of the shipment in the pro- 
duction of a product for human consumption would be something 
which would give rise in your mind to the thought that it was imported 
tor that purpose. 

Senator Wiiuiams. To put it pls ainly, in this case we are now investi- 
gating with the Transit Grain Co., had this regulation been in effect 
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and had they signed this affidavit as you are going to now request, what 
penalties of the law would they be subject to following this exposure 
that they are not subject to now? What can you do about that? 

Mr. Hicaan. I could not link that up with this case, because it 
would depend on what the intention was at the time of importation. 

Senator WittiaMs. If you cannot link it up to this case, how are you 
going to link it up to any case later? Explain that. 

Senator Anperson. You have not given an answer of any kind, as 
you undoubtedly recognize. 

Senator WititaAms. How would this restrict the Transit Grain Co. 
from doing what they did before, and what penalties of the law would 
they be subject to today that they are not subject to under the old 
order? What enforcement orders are there in this regulation? Or 
is if just another piece of paper ¢ 

Mr. Hieman. If an importer has an intention of using a shipment 
of importe «1 wheat in the manufacture of flour for human consumption 
and he states the intention is that that shipment shall be used in the 
manufacture of feed, he has filed a false aflidavit and he is subject to 
penalties under the law. 

Senator ANpERSON. You have to read his mind as to what he inte nds 
to do. He said, “I am not going to use it for human consumption, 
and he proceeds to use it for human consumption. What do you do? 
Do you start having a psychoanalyst find out what he meant to do? 
Or do you say he violated something when he did it that way ¢ 

Mr. Hieman. I should think in that case the presumption would 
be that he filed a false affidavit. 

Senator Wiittams., You should not be thinking, you should know 
what you are talking about. You have been 17 years working up this 
regulation. Would it take you 17 years to find out what you are 
going to do? : 

The Cuatrman. Mr. Higman, what effect would your new regula- 
tion have on in-transit shipments where our trouble has developed 
in the past? 

Mr. Hieman. It would have no bearing on in-transit shipments un- 
less they are diverted and entered for consumption en route. But 
just a shipment moving through the United States under a trans- 
portation and exportation entry would not be within this regulation 
at all. 

Mr. Gutnane. Such as occurred in the Transit Grain Co. case. 

Mr. Hieman. Only on those shipments which they withdrew for 
ee would this regulation have any bearing. 

Mr. Gutnane. The other half million or more bushels would not 
be affected at all by this regulation ? 

Mr. Hieman. No, sir. 

Senator Wiix1aMs. On those which they did withdraw and which 
were affected by this regulation, what can you do about it? What 
laws have they violated and what are the penalties? 

Mr. Hieman. This regulation was not in effect at the time 

Senator Witu1aMs. I know, but assuming it had been in effect, 
what could you have done that you cannot do now? 

Mr. Hieman. If at the time this regulation had been in effect an 
importer, or one of his transferees, entered or withdrew a shipment 
of wheat under a declaration that it was to be used for feed pur- 
poses and then proceeded to use it for the manufacture of flour for 





IMPORTATION OF FEED WHEAT 133 


human consumption, there would be a false declaration and the trans 
action would be under 591 of the Tariff Act and 592 of the Tariff 
Act and the merchandise would be subject to seizure, and the person 
who filed the declaration would be subject to penalties. 

Senator ANpERsoN. You cannot seize some wheat that you have 
eaten. 

Mr. Hieman. We can forfeit its value, though, under our statute. 

Senator Anprerson. That is what we are trying to get to. What 
could you do? ‘That is Senator Williams’ question. 

Mr. Hieman. If the shipment is still in the hands of the person 
who filed the false declaration we can seize the shipment and also 
hold him for a false declaration. If he has passed that shipment on 
to the hands of an innocent purchaser, while under the decisions we 
cannot seize the shipment, we can proceed against the person who 
filed the false declaration for the forfeiture value of that shipment. 

Senator Witurams. That is what I am trying to bring out, what 
you can do. 

The CHatrman. If it is stored in transit, New Orleans or Houston, 
in an elevator there, and duty had not been paid on it, what could 
you do? Asin the case of Transit Grain Co. 

Mr. Hieman. I do not think there would be an affidavit filed 
that case. That is what we call a transportation and exportation 
entry for movement in bond through the country. 

Senator Anprerson. Let us start again. I buy a million bushels 
of grain in Canada that is bad grain. Do I have to file an affidavit 
when I bring it in that it is unfit for human consumption? It is 
unfit for human consumption. It has 40 percent of stunted kernels 
in it. It is classified as unfit for human consumption. Do I file 
anything when I bring it in? 

Mr. Hieman. Under this regulation when you bring it in and make 
an entry for it, you file a declaration that it is going to be used for 
a stated purpose. In that case you would say unquestionably it is 
going to be used for feed. 

Senator AnNpERSON. | oet it into the com try al d do not use it for 
feed and sell it to a so-called innocent purchaser. I do not know how 
innocent a so-called innocent purchaser is in those circumstances, 
And he uses it for flour and sells that flour to the Army. Who gets 
penalized and how much? 

Mr. Hieman. If the declaration is a false affidavit, the person who 
filed the declaration is penalized. It is our understanding from read- 
ing certain letters from the Seattle district which were sent to us in 
connection with this regulation, millers, importers of wheat, that they 
take steps in connection with their importations to see that it stays 
in channels, feed channels. We naturally anticipate 

Senator ANperson. You would commend them for doing that, 
would you not? 

Mr. Hraman. Under this regulation I would think it would be a 
necessity for them to do it for their protection. No one is safely going 
to be able to file an affidavit under this regulation that the shipment 
is going to be used for feed and then go ahead and permit it to be used 
willy-nilly. If he does he is not prudent. As soon as a shipment 
would be diverted to another use there would arise a presumption im- 
mediately that the affidavit was false. The man might be able in 
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time to explain that away, but in the meantime he would be in a very 
difficult position. 

Senator WiiuiaMs. In this explaining away proposition, suppose 
Mr. X as the importer brings the wheat in and sells it to me, still on 
an invoice marked unfit for human consumption. He can prove 
that. It is all invoiced. Then I sell it to Senator Anderson and he 
uses it for milling. You would not have any aflidavit from me. What 
can you do about it in that case ! 

Senator Anpverson. I hope I am an innocent purchaser. 

Senator Witttams. I am sure you would be. What can you do about 
it if this importer uses a go-between in the sale and the importer makes 
a bona fide sale, so to speak, and puts it on his invoice, 1 million 
bushels unfit for human consumption, and sells it to Mr. X. Then 
that man turns around and sells it to the er to sigs used for human 
consumption. Does this regulation affect that, or can you do some- 
thing about it? 

Mr. Hieman. I think we can. In order for a man to file this decla- 
ration he must have in mind definitely the use to which the shipment 
is to be put. 

Senator Witiiams. Then the importer has the responsibility to 
follow through ? 

Mr. Hieman. He has the responsibility when he files the aflidavit to 
see that he takes some measures to keep that in channel. He cannot in 
all honesty state it is going to be used for feed unless he has some 
knowledge of the disposition of that shipment, the prospective dispo- 
sition. He would have to file no affidavit. If he files no affidavit we 
collect 21 cents a bushel. If he files an aflidavit, most of them, as Mr. 
Guinane points out, will be honest affidavits. 

[he (CHAIRMAN, Mr. Hieman, you recall that Senator Anderson or 
someone was hypothetically importing a million bushels. How will 
you collect 21 cents on the importation of 1 million bushels when the 
importations are limited to 800,000 bushels a year ? 

Senator WILLIAMS. You might have several million bushels come 

here over and above the limit permitted by President Roosevelt’s 
order. 

Senator Anprerson. Did he admit the importations are limited to 
$00,000 bushels a year? Do you recognize that ? 

Mr. Hieman. Oh, yes. Merchandise classified as wheat cannot be 
released to the extent of more than 800,000 bushels a year. 

Senator Anperson. And the fact that 60 million bushels a year 
came in did not excite anybody ? ¢ 

Mr. Hieman. The proclamation excludes from the quota that wheat 
which 1 Is lassified as wheat, unfit for human consumption. 

The Cuairman. Mr. Higman, may Lask a question there which will 
pers aps clarify the situation. As I recall it, back in the days when 
these imports began to come in heavily and were being diverted to 
oben uses, the importers protested against using the term “unfit for 
human consumption,” did they not ? 

Mr. HigMan. Yes, sir. 

The Cuarrman. Did not the C ustoms Department then permit them 
to label the cars simply “wheat”? Did they not protest being re- 
quired to brand this wheat as unfit for human consumption as in- 
terfering with their sales somewhat, and did they not then get per- 
mission from customs to label these cars simply as containing wheat 2 
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Mr. Hieman. That is the situation you brought up last time, yes. 

The Cuarrman. If they were labeled as “wheat,” why did you per- 
mit the importation of more than 800,000 bushels a year 

Mr. Hieman. Those were not entries. Those were simp ly trans- 
portation and exportation entries. 

The Cuarrman. As far as the customers went, what they were im- 
porting was wheat. 

Mr. Anverson. How did you waive this requirement? Who han- 
dled that ? 

Mr. Hieman. When a shipment is moved in bond through the United 
States under a transportation and exportation entry, we have to have 
naturally a set of documents to trace the shipment through the coun- 
try. ‘Phat document is known as the transportation and exportation 
entry and there will be 6 or 8 copies. There is a copy for the col- 
lector at the port of origin, and a copy for the controller of customs 
in charge of that district—that gives them an arrival record. Then 
there were two manifest copies which go along with the shipment 
and are placed in the hands of the railroad employees. Then there is 
a copy for the collector at port of destination so he can await the ar- 
rival of the shipment and see that it gets out of the country, and a 
copy for the controller in charge of the port of destination, New 
Orleans, for example, so that he can check up to see that the shipment 
gets out. 

The only authorization that was given by us for omitting any de- 
scription unfit for human consumption, was on the copy that was 
given to the carrier’s employees in carrying the shipment through as 
a matter of transportation. 

Senator Anperson. Who gave that permission / 

Mr. Hieman. The Bureau of Customs. 

Senator Anperson. Who, in the Bureau of Customs? 

Mr. Hieman. I think I signed that telegram. 

Senator Anperson. If you did sign it, if it was going out of the 
country, if it was just coming in and going right out of the country, 
what possible difference could it have made whether it was labeled 

“wheat, unfit for human consumption,” or just plain “wheat” ? 

Mr. Hieman. I do not know what the actual explanation was. 

Senator ANpERsoN. What did they tell you as to why they wanted 
that done ? 

Mr. Hieman. My recollection now—and I do not know whether I 
obtained that information subsequently—is that they were having 
trouble making sales to their foreign purchasers. 

Senator ANperson. Because those people were requiring it for hu- 
man consumption, is that right? 

Mr. Hieman. That is the only item of information I have. 

Senator ANperson. You must have assumed there was some reason 
for it, did you not? If their foreign purchasers were objecting it was 
because they did not want it for feed but wanted it for food. 

Mr. Hiaman. That seems to me to be a logical inference. 

Senator Anperson. Then you tried to help them out, did you, by 
giving them that information so they could sell it for food? 

Mr. Hieman. It might have had that result. I do not recall the 
details. 

Senator ANpErson. It did have that result, did it not? 

Mr. Hreman. I do not know. 
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Senator ANperson. You do not know? You have not heard any- 
thing about these cases, then ? 

Mr. Higman. It depends on what results. Maybe I misunderstood 
you as to what results you were talking about. 

Senator Anperson. They asked you for permission to change the 
label on this feed from “Wheat, unfit for human consumption,” to 
just plain “Wheat,” because the purchaser abroad did not like to have 
it labeled “unfit for human consumption” when he was going to get 
it for human consumption. You helped them do that, did you not? 

Mr. Hieman. I should certainly think it must have had that result 
in the light of developments. 

Senator Anperson. Why did you help them? 

Mr. Hieman. Just as a matter of—in accordance with the usual 
practice of 

Senator ANpreRsoN. What is the usual practice ? We have been 
hearing about it in Houston. What is the usual practice in the cus- 
toms’ office ¢ 

Mr. Hieman. If for business reasons there are—we have the ques- 
{ion on invoices all along, for example. 

Senator ANprrson. That is interesting. For business reasons. 
Whose business? The Government’s business ? 

Mr. Hieman. This particular notation on these documents served 
no governmental purpose. 

Senator ANperson. Therefore it was done solely for the benefit of 
the transit, the man who had the grain in transit and in bond. 

Mr. Hieman. It was not done for the Government’s benefit because 
it had no bearing on it—— 

Senator Anperson. That is what I am getting to. It did not con- 
cern your Government job. 

Mr. Hieman. No, sir. 

Senator ANpERsoN. So you did it solely to help the fellow who sold 
the wheat ? 

Mr. Hieman. It certainly had no governmental purpose. 

Senator ANDERSON. So you did it solely to help the fellow who owned 
the wheat / 

Mr. Higman. That must have been the result. 

Senator ANpERsON. What did he tell you about it? 

Mr. Hieman. I do not remember. I have the file here though. 

Senator AnpErson. Look in the file. 

Mr. Hieman. Let us look at the file and see what we have on it. 
I think I have those papers right here. You see we have a little more 
information on this. This was just a routine transaction when it 
arose. But since that time we have a little more information. 

Senator ANDERSON. You mean it was routine in the sense that you 
knew this all along? 

Mr. Hieman. Well, no, not that particular thing. But it was a 
routine type of activity. It was not anything that called for any 
special—— 

Senator Wiu1aMs. Do you issue your decisions and then assemble 
your information afterwards as you have in this case ? 

Mr. Hieman. No. 

The CuHarrman. Who made the request to have this label changed ? 
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Mr. Hieman. I think the best thing for me to do is to see if I can 
locate that file. That will tell the whole story and there will not be 
anything on the matter of recollection. 

The Cuamman. I think in considering this matter we should re- 

call that every bushel of wheat brought into this country and used 
improperly displaced a bushel of good American wheat which the tax- 
payer bought at $2.22 a bushel this year. 

Senator Anperson. My point, Mr. Chairman, is that it is no part 
of the responsibility of a Government official to assist an importer of 
wheat to defraud a foreign government. I do not think any part of 
his salary is paid to him to assist in that type of fraud, and that is 
the only explanation that he will be able to give us when he gets his 
file out. 

The CHatrman. I think there are some interesting facts the com- 
mittee must find. 

Senator ANperson. Furthermore, Customs is apparently the people 
who were trying to hold up this investigation by Mr. Sarrapede. 

Senator WituirAMs. I do not blame them. 

Senator Anperson. I do not either. 

Senator Wiu1ams, They have been sleeping peacefully for 17 years. 

Mr. Hieman. Let me ask Mr. Kilpatrick to go through these papers. 

Senator AnpErson. Bring in any that you want to go through. We 
want to know how this matter arose. 

Mr. Hieman. The whole file is all together in one batch of papers. 

Senator Anperson. If you do not have it here, didn’t anybody tell 
you what was coming up this morning? 

Mr. Hieman. No, sir. 

Senator ANperson. You mean you did not know you were going to 
testify on this case ? 

Mr. Hieman. Oh, surely. 

Senator Anperson. You have been in here. 

Mr. Hieman. We do not have all of our files with us. 

Mr. GuINANE. Senator, you might want these telegrams read into 
the record ? 

The CHarrman. Yes, we should have in the record what these 
documents are that are being passed around the table. 

Senator AnpErson. This is directed to the Commissioner of Cus 
toms, Washington, D. C. It is from Duluth, Minn., April 26, 1951: 

Boatloads of frost-damaged Canadian wheat are arriving this port, from 
which representative samples taken at time of unloading and determination 
made that wheat contains more than 30 percent by weight of damaged or frosted 
kernels, classifiable for tariff purposes as wheat unfit for human consumption 
under paragraph 729. Large quantities this wheat being forwarded under trans 
portation entries for exportation at Texas ports. In view specific provisions 
section 18.11 (i), Customs Regulations, this office has required that merchandise 
be described in transportation entries as wheat unfit for human consumption. 
Importers represent that terminology “unfit for human consumption” is mis- 
understood by all who see it except those in customs and grain business, and 
difficulties occurred on arrival last shipments in Texas by reason of such de 
scription on conductor’s copy of car manifests. Importers desire to describe 
this wheat in future transportation entries by the term “wheat” only, and re- 
quest permission so to do. This office would approve of such request provided 
it is limited to wheat intended solely for export; that the transportation entry 


be prepared in complete tariff terms, but permit the individual car manifests to 
describe the commodity only as “wheat Advice by wire collect is requested 
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They charged it to Hallet & Carey Co., Board of Trade, Duluth, 
Minn., although Mrs. Sarvela, from customs, sent it. So she was acting 
as agent for Hallet & Carey Co. in Duluth in this transaction. 

Mr. Hicman. It is customary for us to charge telegrams to the 
importers and people, because if they cannot—— 

Senator Anperson. On Government business you charge the tele- 
grams to the people ¢ 

Mr. Hieman. If a telegram comes in and request for telegraphic 
reply is made, the reply subsequently is charged to them. If we 
send a letter we do not. 

Senator ANperson. You sent your reply back and charged it to the 
Government ? 

Mr. Hieman. No. “Notify collect applicant,” it says. 

Senator AnpEersoN. Where is that ? 

Mr. Hieman. Here [indicating]. 

Senator ANpberson. Notify collect, applicant. 

Mr. Hieman. That is the customary procedure. 

Senator AnpERSON. That means tell him about it, does it not? 

Mr. Hieman. Collect. 

Senator ANberRson. You mean this did not 
Government ? 

Mr. Hteman. Oh, no. You see the collector at Duluth recommend- 
ed this action be taken. Our man checked it up with the Bureau of 
Census and no one saw any objection to it so it was authorized. 

The CHarrman. Who would have known about it to object? No- 
body outside of the Customs Bureau. 

Mr. Hieman. This arose before the wheat was such an interesting 
subject. 

Senator ANperson. No, it is at the very time that this man went 
down to Houston and stayed in the hotel and started collecting this 
$100,000. I would not say that was before it was interesting. 

Senator Wiriuiams. That is when it became more interesting. 

Senator ANprErson. It was interesting up to the point where the 
man made $100,000, another man made $36,000. That is as far as we 
have gotten. They were so proud of it they put it on their income- 
tax returns. 

Mr. Guinane. Mr. Higman, is it not true that the collector at Du- 
luth refused to delete this phrase, and that the Bunge Corp. and a 
few other affiliates there had the railroad cars transported to Min- 
neapolis where they went through a rather fake warehouse entry so 
that the more favorable collector at Minneapolis did delete the phrase, 
and the only reason for diverting the cars from Duluth to Minneapolis 
was for this very important purpose, to get this phrase off the mani- 
fest accompanying the shipments, because that would give notice 
to innocent purchasers of the true content of the wheat? Did that 
not take place, until you made your ruling with the collector at 
Duluth? 

Mr. Hieman. I cannot say that that was the case because I just 
do not know. But shipments did go—— 

Senator ANpERson. Can you say it was not the case ¢ 

Mr. Hieman. I can put it this way: Shipments did go to Minne- 
apolis, where they were entered in a constructive warehouse, which you 
described in other terms. 

Mr. Gurnane. A rather fictitious operation, 


get charged to the 
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Mr. HIGMAN. A constructive warehouse isare Og 

Senator ANDERSON. What is that term ? 

Mr. GuinaNnr. Was there no other purpose than to have this phrase 
deleted ¢ 

Mr. Hieman. I do not know. The phrase was deleted. It was 
modified at Minneapolis as we have since learned. The collector 
at 

Mr. Guinane. After your ruling? 

Mr. Higman. No. Before our ruling. At Duluth it was. At 
Minneapolis it was done without the Bureau’s knowledge. 

Mr. GUIN ANE, Had you sent notice to the collector of customs that 
that was the correct procedure ¢ 

Mr. Hic AN. No. The colleetor of Dul ith told us in his telegram 
of April 27, 1951: 

This office would approve of such request provided it is limited wheat intended 
solely for export, that the transportation entry be prepared in complete 
tariff terms 


l zed procedure. 


which it was 
but the individual car manifest described only as wheat 

That is all we approved. We approved nothing beyond what the 
collector recommended. 

Senator ANpERsSoN. When the request came in did you investigate 
the Texas situation to find out whether there was objection to the 
term “wheat, unfit for human consumption” ? 

Mr. Hicgm AN. | do hot be heve we had any ka ow ledge of the Texas 
situation. 

Senator ANDERSON. It was going for export ¢ 

Senator WitiiaMs. He mentioned in his request, which Senator 
Anderson just read, where they were having difficulty in Texas. 

Senator ANDERSON. He said Texas 1} order to put you on notice 
where to look. Did any be ly look ? 

Mr. Hieman. I feel sure that no one made any investigation in 
Texas or at any point except with the Bureau of Census. Someone 
apparently called the Bureau of Census and asked whether there was 
any objection to the procedure. 

Senator ANprerson. Bureau of Census? 

Mr. Hiaman. Yes. 

Senator ANDERSON. What would the Bureau of Census have to do 
with it? 

Mr. Hieman. They have a great statistical interest im all movement 
of commodities. 

Senator Anperson. Their interest would be wholly different from 
the interests of a pure food and grain law or customs official. They 
are merely trying to count. You are trying to collect. Is that not 
right 

Mr. Hiaman. True. But we have a responsibility to see that the 
descriptions on our documents meet census requirements, otherwise 
they could not keep their figures straight. Our man called Census, 
undoubtedly, to see whether this would disrupt— 

The Cuairman. Mr. Higman, is it not likely that authority to 
change the labeling on this wheat from wheat unfit for human con- 
sumption to just wheat was worth possibly millions of dollars to the 
importers, W ho then resold it to foreign countries and other customers ? 
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Mr. Hicman. In the light of developments I should say it might 
well be. 

Senator Witt1ams. Was some of this wheat being sold to foreign 
countries and being paid for with American dollars under our aid 
programs ¢ 

Mr. Hieman. I do not know. 

Senator Witiiams. You were not concerned about that, either ? 

Mr. Hieman. I would not say I was not concerned. I just did 
not know. 

Senator Anperson. The record will show that, Mr. Chairman. 

The Cuatrman. What communication did you have at any time 
from anyone besides Mrs. Sarvela, the collector at Duluth, in regard 
to changing this label ? 

Mr. Hiaman. None that I know of. 

The Cuamman. You had no communication at all from the Bunge 
Corp., Kellogg Corp., Hallet, none of those people? 

Mr. Hieman. I am sure, without having checked for that purpose, 
that this is the only communication we had on this subject. Recently 
we have had occasion, in view of some questions in connection with 
these shipments as a result of all this investigation, to find out why 
Minneapolis permitted these modifications on their entries, withdrawal 
for transportation and exportation entries to Houston. That is, we 
are interested in finding out in case somebody should want the subject 
developed. So we sent them a teletype the day before yesterday and 
asked them. Maybe the reply is in by now. 

Senator Wittiams. Did Minneapolis make that decision ? 

Mr. Higman. I will tell you what brings this up now, Senator. The 
comptroller at New Orleans, in a letter, as we discovered- 

Senator Wittiams. When did they make the decision ? 

Mr. Hieman. It was back in 1951. 

Senator Wiitt1amM: They made their decision before you made your 
decision ? 

Mr. Hieman. Yes. Apparently the treatment that was accorded 
at Minneapolis is what prompted this request from Duluth. 

Senator Witi1AmMs. You just got around yesterday to asking them 
what was back of it? 

Mr. Hieman. We did not know, as far as I know, anything about 
the Minneapolis situation. 

Senator Witt1ams. When did you find out about it ? 

Mr. Hieman. We have not found out yet. 

Senator Wiu1ams. What did you find out yesterday that caused 
you to send the telegram ? 

Mr. Hieman. That is what I was about to explain. The comptroller 
at New Orleans, in January—— 

Senator Anprerson. What comptroller? 

Mr. Hieman. The comptroller of customs. In January he raised a 
question with respect to some Houston warehouse entries. 

Senator AnpErson. When did he raise that? 

Mr. Hieman. January 1953. The entries getting to him for liqui- 
dation. He raised the question of why the shipments were withdrawn 
for consumption in view of these notations on the entries that they 
were for export, a perfectly proper question for him to raise. It 
developed—we have the documents now—that the documents from 
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Minneapolis showed excess of 30-percent damaged wheat, 5 percent, 
for export only. 

It is a harmless enough notation but we wanted to find out, in view 
of developments, why they were put on there. We asked the collector 
at Minneapolis this: 

Advise fully reasons for notations. How long in use your port, on what 
authority they were permitted, and whether they were intended to restrict in 
any way the form of entry or withdrawal which could be filed fo, the wheat 
at Houston or New Orleans or other ports of destination or exit 

They could not have that effect but we wanted to know if he intended 
they should have that effect. 

Senator Witi1ams. What did you find out this week that you did 
not know in January that caused you to send this wire yesterday? 
Why did you wait until vesterday? Or did you just get some new 
information? If you did, what information did you 
what the man told you in January ? 

Mr. Hieman. We have not the full reply to this vet. 

Senator Wittiams. What did you find out between January and 
yesterday that would cause you to move ¢ 


rel other t} an 


Mr. Hieman. The Janu: ry letter was not addressed to the Bureau 
of Customs at Washi oton. The comptrolle it New Orleans wrote 

letter in January 1953 to the deputy of customs at Houston. 

Senator Witx1ams. When did you find it in Washington ? 

Mr. Hieman. We got that letter a week o1 ivo. It was sent 
in with an agency investigation from Houston. i it is the first time 
we saw it. 

Senator Anperson. Is not the nple ansy S itor Williams 
question as to why vO nt this vestercday., 1s vou were in a red 
hot hearing the day before and it was tin { (| out something? 

Mr. Hien LN No. 

Senator Anperson. Were you not sitting right here t other day 
when this was going on? 

Mr. Hieman. I certainly was. The day before vesterday. 


Senator AnpersSoN. That is the reason you sent the telegram, is 
it not? 

Mr. HieMan. Indeed not. 

Senator WituraMs. What did you find out in between these hearings 
that caused you to send it? 

Mr. Hieman. We had the report from Houston. 

Senator Wint1ams. When did you get that report ? 

Mr. Hieman. I think it is dated May 7. The reason we got that 
report was because it came up in connection with Mr. Guinane’s visit. 
It is the sequence of your visit. 

Senator Anperson. That is right. 

The CuHarrman. Let me ask one more question, related to the one 
I asked before. You stated that you had had no communication 
from Bunge, Hallet & Carey; Kellogg: or any other companies in 
reference to getting permission to change the labels on these cars 
from “wheat unfit for human consumption” to just plain “wheat”? 
You are sure that at no time did you or anyone in your office receive 
any phone call or visit from any of these people, or talk to them 
anywhere? 

Mr. Hieman. I did not say the latter. 
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Che CrarrmMan. That is the question Iam askine now. I thought 
a telephone call was a communication. 

Senator ANnprerson. Is this witness under oath, Mr. Chairman? 

The Cratmman. No; but he is going to be put soon. Anytime you 
say. 

or Anperson. I think this is an awfully good time. 

The Cuatrman. Do you solemnly swear that what you are about 
to sev is the truth, the whole truth, and nothing but the truth, so 

1elp you God ? 

Mr. Hteman. I certainly do. 

The Cratmman. Now, tell us about the communication. 

Mr. Hieman. No one in the Bureau of Customs, in Washington, 
D. C., received any communication from any of those firms that you 
mentioned. 

The Cuarrman. That includes phone calls, or meetings / 

Mr. Hieman. That does. So faras I know. Any communication 
of any kind, whether phone call or telegram or meetings with any of 
those firms, or representatives of those firms, with respect to the omis 
ion of this phrase “unfit for human consumption” on these trans 
portation documents. 

The Cuarrman. For any other reason ? 

Mr. Hieman. Or for any other reason, if I understand your question. 

Phe Cuamman. That answers the question, I think. 

Senator Anprerson. For the record, may we put in the record, Mr. 
Chairman, the reply that Mr. Higman sent ? 

The Cramman. We might go just a little farther. You are sure 
hat neither you nor anyone in your office, so far as you know, received 
any communication from the Bunge Corp., Minneapolis, Minn., W. ¢ 
Kellogg, vice president, or R. a: Henderson, vice president in charge: 
First Bunge Corp. of Minneapolis; Bunge Corp. of New York, Robert 
F. Straub, president; Jack Meyer, vice president: Simon Kern, assist- 
ant vice pre side nt: Hallet & C _ y. Minneapolis, Minn.—wholly owned 
subsidiary of Bunge—Walter J. Vosika, attorney and gener: al traffic 
manager, an "i George Gassm: an—I do not know his official capacity ; 
Kellogg Milling ; ke Minneapolis, Minn., W. M. ¢ Ke ‘logge : anc John 
M. Kellogg, partnership; Paul L. Kohopatzki, Robe rt G. Jerene, offi 
cials: or from Gordon Jensen, customshouse broker ? 

You are sure that you had no communication from any of those 
officials? 

Mr. Hieman. Well, now, are you speaking about this subject or all 
bjects ? We get telephone ealls daily on various subjes ts from all 
over the count ry. My answer relates to this sole quest ion. 

Senator Anperson. The importation of wheat ? 

The CHatrmMan. Relating to the importation of wheat from Canada. 

Mr. Higman. That is another question. As you were reading 
through there, the only other communication that I ean think of about 
the importation of wheat from Canada would have been with a firm— 
is there an International Milling in Minneapolis? There was an 
International Milling firm in Minneapolis which had a representative 
in the Bureau several times—his name I have forgotten—talking about 
this question as to the classification of this wheat, as to whether they 
were to be permitted to continue to use it in the milling of flour and 
just what the regulations and restrictions and so on 

Senator AnpEerson. To use what in the milling of flour ? 


Su 
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Mr. Hagman. This wheat classified under paragray 

Senator ANpberson. As unfit for - 

Mr. Hieman. Yes, unfit for human consumption. 

Senator Anperson. They came in to discuss with you as to whether 
they ‘ would be allowed to use wheat that you classified as wheat unfit 
/ 


for human consump tion in the milling of flour ? 
Mr. Hieman. Certainly. 


Senator WittiaMs. What did you tell them / 
Mr. Higman. I told them th: it the quest oh Was der considerat On, 
as I remember it, and that they would | ive to wait the decision the 


subject. 

senator WILL iMs. What was your decision # 

Mr. Hieman. The decision is represented by this TD. 

Senator WinttiaMs. When were they in to ask ? 

Mr. Hic AN. ‘| his must have been Wily b Ch a yeal avo, 

Senator Witntiams. Wait a minute. What did you tell them that 
day / I do not believe you have been a year « this because you never 
would have rendered this decision if you had not bee lled before 
the committee. 

Mr. Higm AN. Wi have been working on 1 il em fully ~ years. 

Senator WILLIAMS. Seventeen years. 

Mr. Higman. No. ‘Two years only. 

Senator Witniams. What did vou do with the other 15 years? 

Mr. Higman. It is represented by the printed decision, sir. I can 
a ho more, 

nator Wi~LIAMs. You say vou have been study o if for 17 years? 
Did vou tell | hem that they could « yr could not ? 

Mr. Hieman. We declined to tell them in view of the pendency of 
the question. 

Senator WitutAms. Do you think you told them that they could or 
could not? 

Mr. Hieman. I thought definitely that they could. 

Senator WituiaMs. That they could 2 

Mr. HIGMAN. Yes. From any information which has come before 
us we have seen no instance in which anybody used wheat classified 
under paragraph 729 as wheat, unfit for human consumption, 5 
percent, used in any manner unauthorized by the regulations. I say 
that without qualification. 

Senator ANprERSON. That is a peculiar Way of saying it. Would 
you say that you had no knowledge whatever that wheat brought into 
this question un ra lower tariff because it was unfit for | ulman Ccon- 
sumption was not thereafter used for human consumption which would 
have made it pay a higher tariff? That is the real guts of it, is it not? 
W hether they are ar uding the Federal Government out of mol ey ? 

Mr. Higman. No,s 

Senator ANDERSON. "That is not the questi on 1n — * mind? 

Mr. Hieman. It would not have made it pay a h ‘tariff because 
under the existing regulations and from the ae oa have been 
authorized to do that. 

Senator Anprerson. Do I understand your testimony to be that 
wheat that is brought in for human consumption pays the same tariff 
as wheat that is brought in that is unfit for nia in consumption $ 

Mr. Hieman. No. Wheat pays 21 cents a bushel. The other wheat 


pays 5 percent ad valorem. 
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Senator Wituiams. You can classify it at the border as unfit for 
human consumption even though it is fit for human consumption, as 
I understand you, allow them to pay the lower tariff, and then turn 
around and use it for flour and you do not seem to care. 

Mr. Hieman. If it contains more than 30 percent of the damaged 
kernels, that has been the test since 1935. 

Senator Anperson. Is that a part of the law? 

Mr. Hiegman. That is a part of the law as construed by the people 
in charge. 

Senator ANpErsON. Or the construction of the law ? 

Mr. Hieman. If it is construed by the proper people I have to say it 
is part of the law. 

Mr. Gurnane. Is that not solely because you asked the Department 
of Agriculture to give you a percentage of damage content to separate 
or make a line of demarcation as to what was fit and what was unfit, 
and that Agriculture re ported at that time 30 percent or more ¢ That 
is, customs made the decision in concurrence with Agriculture that 
30 percent or more damage would constitute wheat unfit for human 
consumption ; is that not true ¢ 

Mr. Hieman. The customs decision certainly followed the letter 
from Agriculture making that recommendation. I did not participate 
at that time so I do not—the only information I have is by reexamina- 
tion of the files. 

Mr. Guinane. Instead of this questionable procedure of filing a 
declaration, of filing affiday ts with all its administrative burden 

] 


and evi ee in you tell us why you could not now request Agri 
culture to Xamine., mM viev of new milli ” 1] provements and SO 
fort] aa vive you a new content ¢ Say that Avriculture would 
con Lene k nc ay th t wheat no unfit for hi ames s oette would 
have to erade over 90 or 95 or 100 percent clamage Would that not 
be much simpler than the present cumbersome declaration procedure 
which would depend entirely on what sort of enforcement oe 
we ld five to it ? And f frankly, I do not think a orea deal of per 
sonnel could ever be put en enforcing this provision. Why do you 


not agree with the many suggestions made by collectors to redefine 
the definition, rather than all this present procedure ? 

Mr. Hieman. In the first place, we do not agree that that is the 
proper way to do it under the law. 

Mr. Gutnane. Do you agree with the collectors? 

Mr. Hieman. No. 

Mr. Gurnane. The men right on the ground ? 

Mr. Hiagman. We have collectors in 48 collection districts. Many 
times they have 48 sound ideas, and many times they have 48 varying 

ideas. There has to be somebody, the Secret: ry of the Tre: asury or 
somebody of the sort, to make these decisions. 

Mr. Guinanr. Did any collectors approve these suggestions? 

Mr. Hieman. No, sir. 

Senator Anprerson. None? 

Mr. Hteman. In the sense that he means, they were not submitted 
to them for approval. i 

Senator Anperson. You did not submit them to anvbody for 
approval ¢ 
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Mr. Hieman. The Secretary of the Treasury signed that regulation. 

Senator ANDERSON. Did he check with the people who thought it 
would help or not ? 

Mr. Hieman. That was passed through the usual channels. 

Senator Anperson. What are the usual channels? Just the ivory 
tower by itself ¢ 

Mr. Hieman. No. 

Senator ANperSoN. Never to the field ? 

Mr. Hieman. When it is a procedural question, of course. 

Senator Anperson. This is not procedural ? 

Mr. Hieman. That is a matter of interpretation of the statute. 

Senator Anperson. I would still like to find out why vou think it is 
proper for a firm to use wheat that they get in as unfit for human 
consumption at a lower duty, and then proceed to use it for human 
consumption and thereby defraud the Government ¢ 

Mr. Higman. I do not suppose I should answer that in terms of 
whether I think it is proper. I think it is legal under the existing 
regulations. 

Senator ANpDERSON. You think it is legal ? 

Mr. HigmMan. Yes, sir; and I think it has been, probably, since 1935 
and pro. vtbly since tag 1930. 

The CHarrMan. [f it is legal it is under rules and regulations pro- 
mulgated by the “Reet of Customs? 

Mr. HiagMan. Yes, sir. 

Senator ANDERSON. What is the original law that lets you bring 
wheat into this country! Is that in the record? 

Mr. Hieman. Yes, sir. Paragraph 729 of the Tariff Act of 1930. 
The phrase is, “Wheat, unfit for human consumption.” 

Senator ANpERSON. It is not a question of whether 30 percent or 80 
percent or 90 percent is small kernels, it is wheat that cannot be eaten 
by human beings. Is that what you understand human consumption 
to be? 

Mr. Hicm AN. The people in charge of the interpretation of this 
act took a definitely different view. 

Senator ANpdersoN. What did they think human consumption was? 

Mr. Hieman. I will read it again. 

Senator ANpDERSON. Here is a elass of water. If I decided that 
is-——— 

The CHarRMAN. That has been read 2 or 3 times. 

Senator ANpeRSON. Is that not human consumption If I pour it 
in a pan and my dog drinks it that is not human consumption. Do 
you not understand what human consumption is? 

Mr. Hieman. I certainly do. 

Senator ANDERSON. What do you think it means? 

Mr. Hieman. I think that human consumption is something which 
is consumable or consumed by human beings. 

Senator ANperRsSoN. I asked you what human consumption was. 
Do you not regard that as the act of consuming something by a human 
being ¢ 

Mr. Hieman. I certainly do. 

Senator ANperson. If wheat is brought in that is unfit for human 
consumption, it therefore must be wheat that cannot be consumed 
by a human being, is it not? 

Mr. Hieman. Not under the Tariff Act of 1930. 
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ator ANDERSON. What under the Tariff Act of 1930 defines 
human consumption differently from that ? 

ne itor WILLIAMS. You have defined it different], right here, have 
you not! 

; Mr. HiGgMAN. No: I have not. 

Senator ANpERSON. What in the Tariff Act of 1930 

Mr. Hic AN. A BO III lity Sie h as you are deserl whe would hot 
come mnt the country at all. The Food and Drug people would keep 
it out. 

> ator ANDERSON. Won't that be wonderful / We could have 
saved these 65 million bushels of wheat. 

Mr. Hiegman. That might be the desirable result but that has not 
been the result which we have had. 

Senator ANDERSON. How do you know it was not the desire of the 
Congress and of the people who wrote the law that they keep out 
wheat unfit for human consumption ? 

Mr. Higman. May Lread a paragraph from a letter that was written 
by people who were working on that at the time, in their efforts to 
ascertain what Congress did have in mind / 

Senator ANDERSON. While looking for that: did I under you to 
sav, Mr. Chairman, that the firm of Hallet & Carey Co. were a sub 
sidiary of the Bunge Corp. ¢ 

Phe CHAIRMAN. A wholly owned subsidiary. 

Senator ANDERSON. A wholly owned subsidiary Y 

The CuarrMan. That is Mr. Guinane’s finding. 

Senator ANDERSON. So it was the Bunge Corp. that was paying for 


sen 


pears to be. And the Kellogg Co. also — 


Phe Carman. It apy 
AQ 


Senator ANDERSON. id the Bunge Corp. is the importer of many 
millions of bushels of grain 

Mir. GUINANE, Six mill 

Phe CHarman. It was testified previously that the Bunge Corp. 
imported 6 million bushels, and the Kellogg Co., it had been testified, 
had an interlocking directorate, and imported 2 million bushels. As 
for Hallet & Carey, I do not know. I do not think it has been testi- 
fied as to the amount they imported. 

Senator Anperson. If they only made 60 cents a bushel on those 8 
million bushels it is not big money, but it is not small, is it? So that 
this elegram was pretty important. 

The Cuarman. When did you take this matter up with the Depart- 
ment of Agriculture 2 

Mr. Hicman. We have a letter here tothem. In February—— 

The CHarrMan. 19514 

Mr. Hicman. We wrote a letter to the Department of Agriculture 
on February 14, 1952, a formal submission to them for suggestions par- 

icularly on this new definition, and we have their reply of March 14, 
L952. 

Senator Wiu1ams. That was after the investigation had started, 
when the General Accounting Office went after this ? 

The Cuarrman. That is 1953. 

Mr. HiemaNn. That was after the General Accounting Office went 
into it ; yes indeed. 

Senator Anperson. You were not really worried until the General 
Accounting Office got into it? We were going to get awhile ago, 


ion. 
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and we were diverted, we were going to find « 
that the Dallas Office of PMA phoned to W: 
of the telephone conversation was pul into tl 


] 


told about this. told about the faet that the 
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ut awhile ago w] 


yi1tw 
ishington—the transcript 
ie record previously— ind 


this 


vere mMIXIng ora 
told about ho they were mproperly handling t. but said “(customs 
does hot want anveth ihe done about 7? Are you able to el | oh te l 
us as to why Customs did not want 2 ything done ibout it ? 
Mr. Higman. I think I am. 
Senator ANpERSON. Can you give us that ¢ 
Mr. HicMAN. Be fore I cive tl it, do you tt ¢ 
Senator Anperson. Yes. Do not forget it 
Mr. Higman. This is a letter dated Ap I 22. 1931. 
Senator ANDERSON, 1931 4 
Mr. Hic AN. 1931. Richt after the act Was e! acted Vi } e] the boys 
were struggling with the interpretation of this phrase in the law. This 
ll take the risk I car put 


may bea paragraph or so too lone. but I w 
that in the record, if vou wish. 











The Bureau has now at and a communication e N¢ } | 
in which that icer states tha n tl vi e tl 
consideration will not yield a flour suitable f | n pt 
informed that such wheat has been successfully 1 in comb 
other wheat for the purpose of adding strengt! he fl He f 
that, while his office j t of the opinion that tl ju n is physic- 
ally unfit for human consumption, it is his present ew tl ise is at this 
time, and for some time past has been, com i to feeding f 
poultry and animals 

A careful review of the rislative history of ft] ew provis paragraph 
729 of the present Tari Act for “wheat, unfit fe S ptior does not 
clearly indicate the intent of Congress in pla mage j he law 
though the Summary of Tariff Information, 1929. on 7 e 1201, me I feed 
wheat” as used for livestock feed, and the House e rep he 
hill of 19830 (Renort No. 1892) on nage 69. indi unde nd +} , 
provisi min question contemplate wil wi hw except Tor su ] is 
be dutiable at 42 cents per bushe 

The question of the proper classification di ged t l ff ws 
prior to the act of 19°?0 has heen hefore the eral it ind 
T. ID. 389629 the court held that certain wheat burned by fire and « taining a 
considerable quantity of grains “unfit for huma od” was classifial s whe 
under paragraph 644 of the Tariff Act of 191 M ‘ 
the Burean has heen able to obtain indicates that pr: o whe s allowed 
entry into the United States wl would be ha f if used for | n con 
sumption, and that all wheat imported has more itritive \ ‘ 

In T. D. 81538 the United States Court of Customs Appe . itin iuthorities 
held that “fit only for suc * meant fit in a ‘ ‘ d the Bu l 
is of the opinion that in order properly to interpret tl inguage of the a ( 
mentioned provision of paragraph 729 and to gi e effect to it, the principle f 
terpretation ad«pted in T. D. 31535 should be followed 1 “unfit for man 
sumption” hele to apply to imported wheat which mercially unfit f use 
as human food or for the production of human food 

The Burean is further of the opin on that the it t n su ted | you 
relative to the merchandise covered by entry No. H—150 is sufficient evid e tha 
the wheat is not commercially fit for human cons v1] nd tha tis prope ; 
classifiable as “wheat. unfit for human consumptior dutiable at 10 percent I 
valorem under paragraph 729 of the Tariff Act of 1930 


Senator Anprerson. The fact that this whe: 


channels and moved commercially would in 


prope rly classify ing the wheat. that you sho 


duty on it. You knew the wheat was cong 


and the commercial test 1s the only one tha 
vour customs people should have charged t 


gone back and billed them for the proper dut 


itn oved ] to commercial 
dicate that you were im 
uld have charged the full 
to be use d commerelally, 
t vou put on. Therefore 
he full duty. Have you 
Vv é 








148 IMPORTATION OF FEED WHEAT 


Mr. Higman. I wouldn’t say that—— 

Senator Anprrson. Do you contemplate going back and billing them 
for the proper duty 4 

Mr. Hieman. Your committee has the letter in which the Bureau 
has expressed itself on that point, 

Senator Anperson. I do not know whether it is yes or no. I am 
trving to find out. 

“Mr. Hicman. I wonder whether that should not be answered 
means of that letter that you have. That is my only question. 

The Crarrman. We should not lose sight of the fact either that in 
1941 the importation of wheat, fit for human consumption was re 
stricted to 800,000 bushels a year and still stands. 

Mr. Guinane. Mr. Higman, do you feel that this new regulation 
will prevent the flow of this damaged wheat, unfit for human con- 
sumption into the country ? 

Mr. Hieman. We cert: ainly think it will exercise a pronounced con- 
trol over it. 

Mr. Guinanr. That depends somewhat on the interpretation that 
your Bureau places on various questions put up to you by importers ; 
is that not true? 

Mr. Hieman. Surely. 

Mr. Guinane. For instance, you furnished us a copy of a letter: 

On February 24, 1953, after publication of the customs proposal, the Keever 
Starch Co. of Columbus, Ohio, wrote customs stating that there were three 
manufacturers of wheat starch and wheat protein who use as their raw material 
wheat flour. These companies use approximately 3 to 4 million bushels of 
wheat per year which is processed into flour; that in the last few years the 
demand for wheat protein in the manufacture of monosodium glutamate and 
also in the manufacture of high-protein breads has risen to a tremendous extent, 
particularly in the case of monosodium glutamate where, they understand, the 
Armed Forces use great quantities in menus for armed personnel 

They also said that 4 to 5 million bushels would probably be brought 
in because of the increased demand. They asked you, or asked the 
Customs Bureau, whether they could make the new declaration under 
this new regulation that the wheat would not be used for human con- 
sumption as such when they were bringing it in, and get it under 
the 5-percent ad valorem and the ex-quota-import provision. 

Customs replied to Keever Starch Co. on May 1, 1953, that— 

The Bureau does not consider the use of wheat in the production of starch 
or protein as being a use in the manufacture of a product for human consump- 
tion within the meaning of the new regulation (T. D. 53249). 

Does that not mean in effect that 60 million more bushels of wheat 
can come into this country if you make interpretations like this? 

Mr. Hieman. I do not know what the quantities would be, sir. 

Senator Anprerson. Didn’t he say that this was going to be used 
in the preparation of a monosodium glutamate whic h is used only in 
the preparation of food? 

Mr. Hieman. That is true. 

Senator Anperson. You say that is not food? That is not human 
consumption ? 

Mr. Hieman. No. 

Senator ANDERSON. What do you say? You say it is all right to 
bring something in that is used in the manufacture of monosodium 
glutamate. Is there any other use in the world for it than human 
consumption ? 
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Mr. Hiaman. We have a provision. 

Senator Wiitiams. Answer that question. I would like to know. 

Senator Anperson. Is there any other provision in the world for 
monosodium glutamate than for—— 

Mr. Hieman. Not that I know of. 

Senator Anperson. You said this would permit several million 
bushels to come in to be used for the manufacture of that. Is there 
a loophole there ? 

Mr. Hieman. Not as we see it. 

Senator Anprerson. How could you get a loophole that you can see # 

Mr. Hicm,n. Let me explain the basis of the interpretation of that 
decision. ‘There is a provision in the existing Tariff Act for mo 
lasses—section 502 of the Tariff Act, by the way— 


Molasses not imported to be commercially used for the extraction of sugar 


or for human consumption, three one-hundredths of 1 cent per pound of total 


sugars. 

Mr. Hieman. Let me explain the basis of the interpretation of that 
fact that certain products of imported molasses are not the direct 
product of molasses but they are, I suppose, somewhat illustrated by 
one of these coal tar product chi arts, The “y are products of products 
of products of products. That is the case of some of these products 
of wheat. 

Flour, for example, we would regard under that approach as the 
direct product of wheat, and breakfast foods, all of those things in 
which wheat as such appears, they certainly are covered by the affi- 
davit here that they are going to be used in the production of a product 
for human consumption. 

On the other hand, to go to the other extreme, you have wheat 
which is brought in for the manufacture of aleohol. That represents 
a complete chemical transformation of the wheat. You have wheat 
which is brought in for the production—— 

Senator Anperson. I understand that alcohol is occasionally used 
for human consumption. 

Mr. HIGMAn. Some of the wheat is brought in and used for the 
production of industrial starches, and brought in and manufactured 
into industrial flours which find their way into molds. Those ques 
tions raise very narrow and difficult ones as to whether those prod- 
ucts, even though they would not harm anybody who ate them, for 
example, are products which you would describe as products for 
human consumption. 

Senator Anperson. Are you trying to tell us that the only way we 
can stop this Canadian wheat from coming in duty-free is to pass a 
law that completely repeals this unfit for human consumption 
classification / 

Mr. Hieman. That suggestion has been officially made, sir. 

Senator AnpErson. That is the only way you will actually stop it? 

Mr. Hicman. That suggestion has been made in a letter which is 
now before the committee, that in order to correct this situation they 
should do what they did under Public Law 211, and make the free 
entry or a lower duty rate on this wheat, which is used for feeds, be 
dependent upon, as they did then, a proof of use that it does go into 
feed. Congress did that in one statute. 

The CuamrmMan. There has been no evidence to show that the wheat 
imported at Buffalo and other Northeastern points is not used other 
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ae for the purpose for which it was declared to be imported, that 

, for feed. It seems to me strange that at one part of the country 
you can get complete compliance with the intent of a law, and in 
other parts of the country you get very little compliance with it. 

W hy has the wheat from the Northeastern part of the country been 
used for the purpose it was imported for and in other parts ‘of the 
country they have simply passed it over and let it go by? 

Mr. Hiaman. Senator, I do not know if that can be discussed in 
terms of compliance. Every importer so far as I know complied with 
every requirement that he was called upon to comply with. It hap- 
pens in the Northeastern area there are no flour mills. 

The CuatrmMan. There are large mills at Buffalo. 

Mr. Hicman. I am speaking of New England. Apparently all the 
wheat we ran down there went into chickenfeed and cattlefeed. 

The Cuarrman. And properly used. 

Mr. Hieman. Used for that purpose. In the Northwest we have 
indications that great quantities of wheat came in there for feed pur- 
poses, and we got those letters as a result of our Federal Register 


pul lication. Those people said, “For heavens sake don’t cut off our 
feed supply. We have to have this wheat for the cattle industry, we 
have to have it for poultry feed.” In Buffalo our reports of course, 


we could not follow through on all these shipments. 

The Cuatrrman. Did not your collector in the Northwestern part 
of the country urge that you restrict the importation of wheat to that 
use which they said they made of it? 

Mr. Hieman. You mean the collector at Seattle? I do not remem- 
ber. We have had so many letters I cannot recall them all. 

The CHarrMan. That was a communication from the users. 

Mr. Hieman. Yes; I think they did. We considered very care- 
fully all recommendations we received and we considered particularly 
the expressed desire of—as a matter of fact, I do not think either the 
General Accounting Office or the Department of Agriculture wanted 
anything done which would eliminate importations of wheat for feed 
purposes. We cannot redefine wheat on any ground—just assuming 
for the moment any redefinition of wheat, unfit for human consump- 
tion, which it has been suggested would exclude wheat for feed 
purposes. 

Senator Anperson. Are there any tariff provisions now which per- 
mit art exhibits to come into this country duty free provided they 
are going to be shown in art museums in turn 

Mr. Hiaman. There are many such provisions. 

Senator Anverson. Do you think it would be proper after they came 
into the country to have an auction in New York and sell to private 
collectors without paying duty? 

Mr. Hieman. If the statute were worded as you indicated, it would 
be very improper; it would be illegal. 

Senator Anperson. But it is all right for a firm in Duluth to import 
something for one purpose and use it for something else? 

Mr. Higman. No. Because no importer of whe: it has been required 
to declare on any importation since 1930 what is going to be done with 
the importation. 

Senator WiiutaMs. He has not done it because you have not asked 
him. : 

Mr. Hieman. That is right. 
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Senator Anperson. He brings it in as unfit for human consump- 
tion——— 

Mr. Hieman. And he had been told by published decision. 

Senator Anperson. And then proceeds to use it for human con- 
sumption, and you people say that is all right. Why can’t the fellow 
who brings in the art works say “Yes, I brought it in to put in an art 
gallery but changed my mind. Ih ad a chance to make some money, 
lots of money, so [ decide d to sell it.’ 

You say “That is all right, he brought it in in vood faith, it looked 
like it was going to be put in an art gallery. A ’f course it got switched 
down the road, but we don’t care about that. 

Mr. Hiaman. The problem is very analogous to agricultural imple- 
ments. There isa provision in paragraph 1604 of the Tariff Act under 
which agricultural implements can be brought in without the payment 
of duty if they are chiefly used for agricultural purposes. For in- 
stance, certain types of tractors. No matter what use a given importe e 
puts a tractor to—I might buy a tractor and use it for any purpose I 
want—as long as the chief use of that tractor is in agricultural pur- 
suits. That is the same question that you have here, the same type of 
question. 


The Cuarrman. You can use a tractor more than once, however. I 
do not see the analogy there. 
Mr. Hieman. I am speaking of the basis for classification. The 


chief use is a classification doctrine that has been handed down by 
the Supreme Court of the United States and is a recognized part of 
the Tariff Act, and an agricultural implement of a kind chiefly used 
for agricultural] purposes comes in free irrespective of what the actual 
importer may use it for. ‘That is true of this wheat which is of a class 
chiefly used for nonfood purposes, which comes in at this 5 percent 
rate, even though a given importer now and then may—which he has a 
right to do under the existing regulations—use some of it in connection 
with other wheat in making flour. 

Senator ANpEersoN. You say he has the right to do that? 

Mr. Higman. Up to the time those regulations come into effect, yes, 
sir. That is a legal right. 

Senator AnpersoN. In this matter the assistant collector at Duluth 
got out a letter saying it was all right to take this wheat, unfit 
for human ¢ onsumption and that certain importers complained of the 
use of the tariff term “wheat, unfit for human consumption,” on trans- 
portation entries covering grain of that character. 

In such connection the Bureau of Customs has advised that the 
description of such wheat entered for transportation and cr eben ca 
must suflice to permit the collector to estimate duties, but that no 
objection would be taken to the preparation of individual car mani- 
fests in connection with T. and E. entries to show the commodity 
only as wheat. Do you regard that as a letter designed to help 
somebody practice fr aud or not? 

Mr. Hieman. If “wheat, unfit for human consumption” really 
meant, not as it has been interpreted since 1930, but wheat which is a 
contaminated mass and rodent infected and injurious to human health, 
I would say that any attempt to describe the merchandise as there 
indicated would be fraud. 

Senator Witu1ams. Mr. Higman, if you were the violator of this 
wheat ruling, and this wheat had been classified unfit for human 
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consumption, and if this classification had been changed as you 
authorized its being changed here, would you think that you had 
been fooled /—I repeat—if you bought the wheat as fit for human con- 
sumption, it was billed to you as fit for human consumption, and 
passing through some other country they had conspired, as you did, 
to change the classification, would you think that you had been de- 
frauded as a purchaser / 

Mr. Hieman. As I understand—— 

Senator Wii11aMs. If you were the buyer. 

Mr. Hieman. I understand when you buy wheat you get a grade 
certificate from an accredited grader and that it is very difficult to be 
misled as to what you are buying. Is that not true, Mr. Murphy, 
when you buy wheat you obtain a grade certificate for it? 

Mr. Murpeuy. That is the customary way of merchandising, yes 

The Cuarrman. Mr. Murphy is Deputy Director of the Grain 
Branch, PMA. We want to ask him two or three questions. 

Senator ANDERSON. I only want to get this established in my mind. 

The Crarman. Are there any further questions, Senator Wil- 
liams ¢ 

Senator WiiuraMs. No. 

The CuarrMan. Senator Anderson / 

Senator Anperson. When you permitted this letter to be written 
by the assistant collector up there—and I assume he had circulated it 
to you—and when you sent your wires, did you understand that these 
importers who brought this grain in at lower prices and lower duties 
were going to subsequently sell it into channels where the United 
States Government would be paying the extra price? 

Mr. Hieman. No. 

Senator Anperson. That is what it comes down to. These pro- 
grams that are being financed out of the Treasury of the United States 
Government were defrauded as a result of your decision in this case 
and this letter. Was it made clear to you by the representatives of 
the Bunge Corp. who were planning to practice this fraud that the 
Treasury of the United States was to suffer from it? 

Mr. Higman. No, indeed. As a matter of fact I feel sure that 
nobody in the Bureau of Customs had any indication whatever that 
there was an irregularity involved here in any respect with respect 
to any Government agence Vv. 

Senator Anprerson. The importers were objecting to a label that 
said “Unfit for human consumption,” and you permitted them to 
take off that label and put another label on that meant that it was fit 
for human consumption. It could only have been done on your or- 
ders and with your approval. 

Mr. Higman. But it was only on documents which were not docu- 
ments which were used for customs purposes. 

Senator ANpERsoN. They were documents used only for defrauding 
purposes. That does not improve it any, does it ? 

Mr. Hicman. The fact is, it was just authorized, as the collector’s 
notice to his people says, on the carrier’s manifest copies of the T. 
and E. documents. They did not alter any document that was lodged 
with the collector, the controller, or the Bureau of the Census or any- 
one else. 

Senator Witi1AMs. Have you reversed that decision ? 

Mr. Hiaman. No, we have not. 
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Senator Winiiams. They can still carry on in the same manner # 

Mr. Hieman. Yes. 

Senator AnpErson. Do we understand that you have just now de 
cided, within this month, that this starch company in Ohio can im- 
port 5 million bushels of Canadian wheat labeled “Unfit for human 
consumption,” and put it in a product designed for human consump 
tion, and you tell him that is all right / 

Mr. Hiaman. No. What we tell him is this 

Senator ANpeERsSON. If you did not tell him it was all right 

Mr. Hieman. If he bringsina product 

Senator ANpERSON. Did you approve it! 4 

Mr. Hieman. If he brings in a product which by Department of 
Agriculture tests reflects, and which of course would meet with Food 
and Dr ug requirements, which would test 30 percent or more damaged 
kernels—and we classify that as “Wheat, unfit for human consump- 
tion,” under 729—there is no reason why he cannot use that in the 
manufacture of monosodium glutamate which involves first the wheat 
which is converted into starches and proteins and then those are sub- 
sequently used in the manufacture of that product. That is a per 
fectly—if I could just continue on that one point that Is a per- 
fectly 

The CHarrmMan. The one word answer to Senator Anderson’s ques 
tion is “Yes,” isn’t it? 

Senator ANperson. That is right. 

Mr. Hieman. In that sense. 

Senator Anperson. And you approved it, even though you heard 
all this discussion of all these weeks, about how the Transit Grain 
Co. case originated, and you said, “We shall proceed to open the door 
to another fraud and give it not only our approval but our early 
blessing so he may not be in doubt.” 

Mr. Higman. May I read the published interpretation of language 
in a corresponding situation on molasses 

The Cuarrman. Is : very long! 

Mr. Hieman. No; it is very brief. The tariff provision is section 
502 of the Tariff Act a 1930 and it provides that “Molasses not im 
ported to be commercially used for the extraction of sugar or for 
human consumption shall pay a duty at” the then rate of three one- 
hundredths of 1 cent per pound of total sugars. The footnote to 
section 13.2 on page 276 of the Customs Regulations of 1945 reads as 
follows: 

For the purposes of the regulation in this part, the phrase “molasses not 
imported to be commercially used for the extraction of sugar or for human 
consumption” is construed to include, in addition to molasses used in animal 
feed or other products not for human consumption, molasses utilized in the 
production of articles such as yeast, vinegar, alcohol, rum, gin, or whisky, 
such manner that fermentation or other chemical change alters its charac 
and chemical composition so that molasses or sugar does not appear in 
final product. 


in 
ter 
the 


That is the theory on which we proceed in this monosodium gluta- 
mate case. 

Senator ANpeRsoN. Let me ask you one other question. Could you 
not have written a letter and still st: ryed within all the provisions 
of the law, in which you had said to this company that— 
my responsibility as a Federal official is to see that proper customs duties are 
paid and if this wheat is going to be brought into this country and be used for 
human consumption, these people had better pay the proper duty. 

$4117—58——11 
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Wouldn’t that also have been in the line of duty as well as to tell 
them how to get around paying the proper duty ? 

Mr. Higman. Of course, I could not write such a letter in my own 
capac ity. 

Senator Anperson. You sent this telegram that made these peop le 
so much money. 

Mr. Hieman. I could prepare a letter for somebody else’s signature. 

Senator AnpEerson. How could you send this telegram ? 

Mr. Hiaeman. The suggested decision is not one that could be made 
under the law. 

Senator ANDERSON. You mean you could not tell these people that 
they could not get the wheat in under the law or under your rulings? 

Mr. Hieman. In answer to your question—— 

Senator Anperson. Under the law? 

Mr. Hicman. We cannot, in interpreting the tariff law of 1930, 
or any other statute relieving them from or imposing a duty, advise 
peop le when the language of the law does not permit it, that they 
should pay duty or they should not pay duty. It is a question of 
interpreting the language that Congress has given you and it is a 
question of interpreting it as Congress expects you to inter pret it. 

Senator ANDERSON. Do you think ¢ ‘ongress expects you to interpret 
it so that the Government of the United States fails to receive the 
money that is properly due to it? Do you think Congress expects you 
to interpret it so that somebody can take this wheat and mix it into 
a program that the United States Government is paying the money 
for and shipping wheat abroad and thereby being defrauded out of 
a great deal of money? Do you think Congress intended you to inter- 
pret the law so that the miller can take wheat that is imported as 
unfit for human consumption and take pride in the fact that he sells 
that to the soldier boys all over the earth ¢ 

The CuHatrmMan. Senator Williams? 

Senator Wituiams. What caused you to think that Congress in- 
tended you to change your decision? Was it the investigation ? 

Mr. Hieman. I would say it was a result of all these inquiries, all 
this information which has been brought out, we see that there is a 
new basis, a changed situation, probably an increased use of this 
wheat as a result possibly of a different type of damage or a greatet 
volume of importation, or some other factor, which indicates that as 
of the time of importation—and I must emphasize that—as of the 
time of importation this wheat, much of this wheat, is wheat which 
should be classified as wheat, 21 cents a bushel, and that the best way 
to ascertain whether it is at the time of importation in that condition 
is to get the commercial man, the man who i is bringing it in, to tell 
at that time what disposition is going to be made of it. 

Senator Wittiams. Then perhaps the answer to it is for Congress 
to pay a little more attention to what you are doing, and to conduct 
this investigation a little further; there by you can better understand 
what we mean. We are getting our underst: nding across to you 
better in this manner, is that correct? Is that the conclusion? 

Mr. Hieman. The Department has recommended a change—a sug- 

gested basis for changing the law to meet this condition. 


Senator Anperson. You were going to tell us about the Houston 
situation. 
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The CHAIRMAN. To w] oni did you make the recom imme ndat on for 
changing the law? 
Mr. Hieman. You have a copy of a letter that we sent to the com 


mittee. We suggested on at one way of meeting th ~ situation we ul | 
be to do what was cone te \poraril} in Public Law 211, if that is what 
the Congress has in mind, to make the wheat subject to the 5 percent 
rate of duty only if it is used as feed or in the manufacture of a 


product for feed. In that event, when the wheat comes to the borde1 
and entry is made, we would require » a declaration of intended use, 
as here, and furthermore we would require an affidavit of actual use 
as we did when Public Law 211 was in effect, from the person, \ hether 
the poultry dealer or wl |. 

But you see, Public Law 211 lapsed and we are back to 729 as origin 
ally enacted. 

Senator Anperson. When did it lapse? 

Mr. Higman. It was a wartime measure, I thinl 

Senator ANDERSON. When did it lapse ’ 

Mr. Hieman. I do not have the date. 

Senator Anprerson. If it was in force while this was going on we 
could have some fun with it yet. 

Mr. Hiaman. It was a wartime statute. Congress made the free 
entry of the wheat at that time dependent on proof of actual use. 

Senator Witii1ams. Will vou supply for the record at this point the 
date when that law did laps 

Mr. Hieman. We will ai ails that. Asa matter of fact, I have ; 
copy of it, of the vemulebiona under that law with me. and a e ypy of 
the law. That is what hap ypened. So long as the wheat, oats, and 
other grains were coming in free under 211 for feed, we had these 
certificates of use which the regulations required. 


lwoever, Who used the wheat in feed 


The law not only permitted it but the law required it. When that 
lapsed we had to go back to 729 as origin ally enacted. 
(The information referred to above is as follows :) 

Publie Law 211, Congress (57 Stat. 607) was extended through June 19, 


1944, by Public Law 22. 7TSth Congress (58 Stat. 131 


Mr. Higman. Knowing that this question that you just put, Senator, 
would very likely come up, he h we got ba k to the office the other 


dav we sent off a teletype to the customs agent n charge at Houston, 
and 
Senator ANDERSON. telegram you sent as a result of this in 





vesigation. ‘The other was just accidental ? 


Mr. HigMan. That teleoram was definitely sent as a result of what 
was said at the meeting 
about that. 

Senator Anprerson. I know your problem is a hard one. I will f 
that it would be a oreat satisfaction to a lot of people if you would 
just stand up and say, “We don’t care what you are going to do about 
this; if we know that you are going to take this wheat and use it for 
human consumption, and the law says unfit for human consumption, 
we are going to hold your foot to the fire,” they would quit it mighty 
quick. They would not dare take you into court. 

How would a flour manufacturer dare try to take you into court 
when you are trying to keep him from taking wheat that was brought 
into this country under one duty as unfit for human consumption and 


here the other day. There is no question 
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he was trying to put it into flour that this Government was paying for 
und shipping out to its Armed Forces all over the earth ? 

Mr. Higman. We do not think he will. 

Senator Anperson. You know he would not. Did you get an an 
swer back from your telegram ? 

Mr. Hieman. Yes, sir. I am not sure, Senator, that we ought to 
ide ntify all that. Will you let me have your opinion as to whether 

I shouk ; read it all or just parts of it? 

The Cuarrman. That is a reply to a telegram ? 

Mr. fined in. After the hearing, we sent off this teletype. That is 
the teletype we sent, ne here is the reply. 

Senator Anprrson. I do not see anything wrong with that. We 
brought it out in our discussion the other day. It is just word for 
word in the discussion. 

The CHarrmMan. Is it your desire to have this telegram and the 
enswer considered as part of the record 4 

Senator Anperson. Yes. I have not seen the answer. The testi 
mony given before this committee, Mr. Higman, was that Harry Solo- 
mon had had a telephone conversation first with Mr. Tripp in the 
Grain Branch and en el ly with Mr. McArthur and that 
suggestion was made by him that Customs was starting its own in- 
vestigation and would aoa not to have the Compliance and Investi 
gation Section of PMA interfere with it. Is it your understanding 
that that was the situation; and, if so, why did Customs ask PMA not 
to investigate its employees ¢ 

Mr. Higman. It is my understanding that that was not the situ 
ation, that no one in Customs made any such request. - I would like 
to add one word to that. We noticed that statement in a document 
which we have in our files, which is the same document from which 
you obtained it. In view of the fact that we have an investigation 
I should say the committee has an investigation underway in that 
area—being made by a customs agent, we postponed making our in 
quiry because we did not want to appear to be in any way carrying 
on collateral activities. 

Since the matter was brought up at this meeting the day before 
yesterday, and thinking that it would undoubtedly come up again 
today, we immediately sent off a quotation of this material to our cus- 
toms agent in charge at Houston, who has now replied, and we have 
to that extent at least, the result of his investigation of that allegation. 

Senator Anperson. What is the result of it? 

Mr. Hieman. That there is nothing to it, that no customs officer 
made any such request. I think we would have no reason for making 
any such request. 

The Cuatrman. Are there any further questions? If not, we have 
Mr. E. J. Murphy, Deputy Director, Grain Branch, PMA, United 
States Department of Agriculture, with us this morning. I think we 
can conclude with Mr. Murphy very soon. 

What I would like to ask you, Mr. Murphy, is whether you are 
familiar with the new regulation issued by the Customs Bureau ? 
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STATEMENT OF E. J. MURPHY, DEPUTY DIRECTOR, GRAIN BRANCH, 
PRODUCTION AND MARKETING ADMINISTRATION, UNITED 
STATES DEPARTMENT OF AGRICULTURE 


Mr. Murpuy. Yes, sir. 

The Cuaiman. Also what part, if any, did the Department of 
Agriculture play in the formulating of this regulation? Were you 
consulted dur ing the process of its preparation, and do the offici: als of 
the Department of Agriculture think it will work ? 

Mr. Murpny. With respect to consultation, taking part in the formu- 
lation of the regulation, | would say in general, no, that we would 
regard that as a matter within the prerogatives of the Customs Bureau, 
although we do have frequent contact with the customs folks, particu 
larly Mr. Higman, in this field. 

The CuatrMan. Was your advice requested ¢ 

Mr. Murpny. Yes. 

The CuatrMan. Was it taken? Is your advice incorporated in the 
new regulation ? 

Mr. Murreny. | think, to the extent that it requires a declaration of 
intent, that would be in keeping with the recommendation from the 
Department. The way that came about was that Customs asked the 
Department if it had any better definition as to what is “wheat unfit 
for human consumption” in terms of damaged kernels. The Depart- 
ment replied that it had none because it had the feeling it was difficult 
if not imposible to write out a definition on paper. 

It has been mentioned a at 90 percent. If you took 90 percent 
and still diluted it thinly, it would probably fit in with the grades. 
So that the Department has : pe ised and consulted but not with respect 
to this particular regulation which was issued from the Treasury 
Department, so far as I know. 

I know you are late here and running over in time a little , Mr. 
Chairman. I have a short position statement of the De ~ nt on 
this, if you would care to have it. 

The Cuamman. We would like to have it now. 

Mr. Murruy. Importations of wheat classified under the Tariff Act 
as unfit for human consumption have from time to time served a useful 
purpose in supplementing our feed supplies, particularly in deficit 
areas. It was the general understanding when the Treasury decision 
of 1935 was issued that such wheat would be used for animal feed and 
would not be used for human food. 

In view of the fact that some wheat imported under that classifica 
tion has in fact been used in human food channels, the Department 
feels that its end use should be more strictly regulated. The new 
Treasury regulation isa step inthis direction. It requires the importer 
to sign a declaration setting forth the intended use of such importa- 
tions in order that the wheat may be properly classified for customs 
purposes. It is not clear whether this regulation will be binding on 
merchandisers or processors who purchase such wheat from the origi- 
nal importer or to what extent either the importer or the secondary 
handler will be liable if the wheat is in fact used for human 
consumption. 

If the new regulation is successful in controlling the end use of such 
importation, that should be sufficient. If the new regulation cannot 
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reasonably bee Xpec ted to kee p suc h wheat out of the channels of food 
for human consumption, it would seem necessary to take additional 
pr ‘autions. 

The Department has prepared a report to the Senate Judiciary 
Committee on bill 784. I believe that report has not cleared all the 
formalities, but we are at liberty to state the position which the De- 
partment took on it. It was to the effect that the Department is in 
agreement with the objectives of the bill and recommending that 
legislation to accomplish those objectives be entered. In that report 
the pepextannnl offered certain suggestions designed to clarify the text 
of the bill as it was introduced. 

It is my understanding that that is still the position of the Depart 
ment. 

Senator Anperson. Clarified in what way? The bill by Senator 
Young merely makes it a felony for anybody to take grain that he im- 
ports as unfit for human consumption and proceed to make it avail- 
able for human consumption. 

Mr. Murrny. That is right. That was the intent, as I understand 
1t. 

Senator Anperson. How do you clarify it? 

Mr. Murruy. We made suggestions for its clarification. The princi- 
pal one, as I recall it, was that you refer to the commodity as unfit for 
human consumption, as if that were a fact, imported as unfit for hu- 
man consumption, whereas we regard it technically as imported under 
a vlassification, unfit for human consumption. 

Senator Anprerson. I think that probably is a good suggestion. 
Mr. Murreny. There is another point in connection with it that 
e bill covers flour as well as wheat. The only place in which flour 


oo “4 mv knowledge, in connection with these importations, 
flour unfit for dram: in consumption, is in the Presidential proclama- 
ny to which the chairman referred some time back, in 1941—it was 


issued at that time. Why it was included with the “wheat unfit for 
human consumption” in that phrase, I do not know. 

Senator Anperson. I am sorry; we were not trying to get at the 
importation of flour that is unfit for human consumption, we were 
trying to get at the manufacturer who would buy wheat which was 
classified as unfit for human consumption and proceed to make it into 
flour. 

Mr. Morrny. I think I understand that, Senator. 

Senator ANDERSON. We were not concerned with the Presidential 
proclamation with reference to the importation of flour. We were 
only trying to make sure that what happened in this Bunge case and 
others, where they would take wheat that was unfit for human con- 
sumption and proceed to mill it into flour and then sell that flour to 
the Army, that that was just as wrong as if they had actually mixed 
with it wheat that was poisoned. 

I think that is a sound position to take. There is only one way 
to protect the American farmer, and that is to protect him. You have 
to bear in mind the chairman’s remark that there is a proper place 
for the importation of this wheat for feed. Nobody objects to that. 
We do object to an 800,000-bushel limitation on the importation of 
wheat for food, and that they could import 65 million bushels and use 
about 35 million bushels of that for food in direct violation of what 
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the Presidential proclan atiol self set forth and hat the laws of 
the Congress set forth. 

We ought to be able to stop that. The only wav that vou cai stop 
it is by putting some penalties in there on the mportation of wheat 
as such and also on the flour miller, so he won't say: “I was innocent; 
1 had no idea this was bad wheat. Of course, I know the price was 
attractive, I bought it below what it ought to be and I made 60 cents 
a bushel on it, but I had no idea it was bad. I am innocent.” 

If you just say to him “Very well, you ean march ' on ee same 


scaffold as the man who knew it was bad.” he will stop that busi 
ness and start using’ good Ameri an wheat. and we h ive Pp le ob of it 
in the country. At last reports there were 700 some million bushels 
surplus. We can use some of that. 

The CuarrMan. The loss to our Government is not simply the few 
million dollars lost in the duty which would have been collected had 


it been permissible to import that as wheat for human consumption. 
The big loss comes to the Government in the fact that if there were 
40 to 50 million bushels of wheat imported and used for other that 
feeding purposes, the Commodity Credit ¢ orporation had to take 
off the market nearly $100 million worth of good American wheat. 
Whether there is a loss there or not remains to be s¢ en. It seems likely, 
with constantly increasing supplies, that there will be a loss either 
the form of foreign subsidies or domestic subsidies or actual deteriora 
tion of wheat. 

So that the taxpayer's loss in this case can well come nearer to a 
hundred million dollars than it can to two or three million dollars 
which may have been lost in duty. Besides that, it contributed largel 
to a breakdown of American farm support-price programs. It con- 
tributes materially in that respect. 

Mr. Murrny. I have on ‘paragraph remaining in this statement, if 
I may read it, Mr. Chairman. 

The CHatrMan. Yes; you may. 

Mr. Mourpity. There is one point which does not appear to be covered 
by either the customs regulation or the bill introduced by Senator 
Anderson for himself and Senator Young, and that is wheat which 
would be classified as unfit for human consumption if offered for im- 
portation into the Umited States mary be shipped from a forelgn coun- 
try—Canada, for example—under a transportation and exportation 
entry in bond through the United States and exported from a United 
States port. Such wheat, when delivered to the ship for export, could 
be mixed with the United States erain up to the limits of the erade 
sol | by thee xporter. * This is entirely aside from the matter of claim- 
ing a subsidy under the International Wheat Agreement. 

It refers to the introduction of low- -quality wheat into export ship- 
ments with United States wheat. even thoueh the resulting mixture 
meets the requirements of the grades of the United States standards. 

The Department feels that this is a matter which the committee may 
wish to consider in dealing with this prob lem. We do not have the 
answer on that, but we still think that it is a problem. 

Senator ANperson. That is a very good statement. Mr. Chairman, 
the point the chairman raised a moment ago is the real question on 
this matter. Anytime you have a swollen market with surpluses 
that just make you have trouble in every part of the country, and you 
dump another 60 million bushels on it, that is what causes catastrophe. 
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You might be able to wrestle with 700 million bushels of your own, 
but when you get an extra 60 million bushels on top of it the effect is 
more than a percentage of it. 

Professor Black at Harvard has had some very interesting studies, 
which I am sure he would be glad to submit to the committee, which 
will show that a 5-percent increase in the normal supply of a com- 
modity will drop the price more than 10 percent. A 10-percent in- 
crease would drop it 25 percent. 

So that, when you bring in this extra 10 percent, you do damage 
to every wheat farmer in the ¢ ountry and damage the Treasury of the 
United States. That is why we are so concerned about it. I wish 
there were some way that we could get a rehearing on this question 
of where he is going to allow 5 million bushels to come in for some 
starch company. I think he is just as wrong as he can be. 

I do not care what the law is. It is morally wrong to permit a 
device to tear down the price-support structure that the Government 
has erected. The fact that these people felt that they had to get your 
opinion before they did it would indicate that they felt they were not 
too right on the matter. 

I think it should be possible to have a review of all these applica- 
tions that are coming in, particularly when this committee is settling 
this very question. 


STATEMENT OF W. E. HIGMAN, CHIEF, DIVISION OF CLASSIFICA- 
TION, ENTRY, AND VALUE, BUREAU OF CUSTOMS, TREASURY 
DEPARTMENT—Resumed 


Mr. Hieman. Couldn’t you give us a new law? 

Senator ANpeRson. We tried to give you a new law. But in the 
meantime why give us a sort of stab in the back. We are trying to 
consider this problem seriously. While it is under consideration, you 
take an action that guts everything we are trying to do. I do not say 
that you are doing it purposely. You are trying to interpret the law. 
I know how hard your problem is. 

Mr. Hiaman. We have 1,800 of these provisions, and we cannot, for 
any given temporary purpose, go out and make constructions of the 
law that we do not regard as legal. 

Senator ANperson. You might write this person and tell them that 
some other folks did this and got some mighty bad advertising out of 
it and that it might be better for them to pay the full American price 
to the American farmer in the manufacture of their monosodium 
glutamate. 

Mr. Hieman. If we took a different position on the monosodium 
glutamate, we would have to go to the molasses people and say: “We 
have to review the decisions, previously quoted from page 276 of the 
customs regulations,” and it would produce a whole chain of results. 

Senator Anperson. Beneficial? 

Mr. Hieman. If they are wrong, and wrong decisions are constantly 
being reviewed, they will be revised; but we must have an element of 
consistency. 

The Cuarrman. Senator Anderson, it seems to me it would be per- 
fectly proper for this committee to take this matter up with the Sec- 
retary of the Treasury because after all he has to find the money to 
pay the cost of farm-support programs as well as the other expenses 
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of government. It might be well to find out what his views are on this 
and to familiarize him with the situation, perhaps to a greater extent 
than he has been so far. 

Senator Anperson. I hope, when the chairman sends the letter to 
the Secretary of the Treasury, that he sends a copy of it to these starch 
people so they are warned that they are likely to have more advertising 
than they probably have had in a long time. 

The Cuarrman. That probably is a good idea. 

Senator Anpverson. They ought not to get into this business. 

The Cuarrman. \Whether they are doing it legally or not, they are 
undertaking to get around the intent of the law, and the effect is to 
break down programs which have been set up for the good of 
whole economy in the United States. 

Senator ANDERSON. It is too late to get into all of it. Mr. Chairman 
at one time, shortly following the last war, a very enterprising Ameri- 
can business firm went down to ¢ ‘uba and bought millions ot gallons 
of a certain type of alcohol. It was perfectly good for industrial pur- 
poses, but it was not any good in the manufacture of whisky. 

They then came to the Department of Agriculture and tried to bring 
that whisky into the United States and trade it for the stockpile of 
grain alcohol which the Defense Plants Corporation had whic h could 


hi ave bee nN used in the man ifa Cure of whisk Vy. It was a deal that had 


been, I would say, well greased. I never saw as many interested parties 
in my life. More people had a $25,000 cut in the thing than I ever 
heard of. It was a little hard to ride dov but it had to be turned 
down because, 1f you permitted that one to go through, there were a 
thousand ways of avoiding the resti placing o ] 
manuiacture of alcohol at a time ountrv badlv needed its 

iis 1s merely a part of a | oram Wh \ a u ror ¢ 
whole support program at a time when tl pport of grains part 
larly is extremely difficult. | think 1f 1s one oft those cases where an 
agency of the Government can throw its influence one wav or the othe 

I recognize that you have to try to interpret the law, but you do not 
have to try to encourage a busines man to bi gina Canadian product 
with a label that says it is unfit for human consumption and say t 
him if they do not actually put 1 the wheat directly into the stomachs 
of human bei Ings il will be : 1] rig! t. Confident lly, | have never eaten 
any raw wheat in my life. It has been milled into flour, and it has 
been mixed with a little « rf this yeast that you talk about that cha wes 
the character of it, and it has come out in the shape of bread. 


By the same direaitota reason that you have used on monosodium 
glutamate, you can probably come out with the fact that the wheat 
is so changed that by the time it comes to me in the sha ipe of toast that 
it is all right to do that. 

I am trying to urge you in a difficult situation that you warn these 
people that this matter is under consideration, active investigation by 
this committee, and that they ought to erste ful how they aggravate 
an already difficult problem to the American farmer 

The Cuarrman. The committee will adjourn This concludes the 
hearings on this subject, but they are subject to being reopened at any 
time that there may be material deve lopments. 

Senator Anperson. Mr. Chairman, I refer to these 2 telegrams 
and 1 letter. 
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The Cuairman. They will be inserted in the record. 

(The documents referred to follow. See p. 41 for telegram, dated 
April 26, 1951, to Commissioner of Customs from the collector at Du 
luth, Minn.) 


EXHIBIT M 


WASHINGTON, D. C., April 27, 1951 
COLLECTOR OF CusToMsS, Duluth, Minn.: 

Retel 26 wheat classifiable as unfit for human consumption entered for T. and 
K., deseription must suffice to permit collector to estimate duties if necessary. 
No objection preparation individual car T. and E. manifests to show commodity 
as wheat. Relative statistics, Bureau Census, advises schedule A detail not 
required for T. and E, entries but schedule T permissible, citing census circular 
letter 125 of February 6, 1951. Notify collect applicant. 

HIGMAN. 





Exuisir O 


TREASURY DEPARTMENT, 
BUREAU OF CUSTOMS, 
Duluth, Minn., April 30, 1951. 


OFFICE MEMORANDUM 


rtain importers have complained of the use of the tariff term “wheat unfit 
for human consumption” on transportation entries covering grain of that char 


aicte 

In such connection, the Bureau of Customs has advised that the description 
of such wheat entered for transportation and exportation must suffice to permit 
collector to estimate duties but that no objection would be taken to the prepara- 


tion of individual car manifests in connection with T. and FE entries to show the 
COLUINLOC eoniyv @s wheat. 

\ccordingly, in the future you shall require T. and FE. entries to describe the 
commodity forwarded in bond in tariff terms, but the individual car manifests 

iy describe the commodity as wheat. Such T. and E. entries shall hereafter 

st all of the cars covered thereby on the face of the entry, together with the 

fl cal code number from schedule T, which for “wheat unfit for human 
consumption” is No. 108 

The above authorization has no reference to I. T. entries, for which entries 
and manifests shall be prepared in tariff terms. 

} vill be governed accordingly. 

ASSISTANT COLLECTOR. 


The CuamrmMan. The committee is now adjourned. 
(Whereupon, at 12:50 p. m., the committee adjourned, subject to 
call of the Chair.) 


S M i FiLEp BY Roy F. HENDRICKSON, EXECUTIVE SECRETARY, NATIONAI 
FEDERATION OF GRAIN COOPERATIVES 


For some time members of the National Federation of Grain Cooperatives have 
been deeply disturbed by the increasing imports of wheat classified as unfit for 
human consumption from Canada. We are informed that approximately 25 
million bushels of this wheat will come into this country for the marketing year 
ending June 30, under an ad valorem duty of 5 percent. This is in addition to 
large quantities of barley, rye, and oats already reviewed by this committee. 

More than a year ago, this federation protested to the Commissioner of Customs 
the existing classification of wheat as being unfit for human consumption if 
found by a licensed grain inspector to contain 30 percent or more damaged 
kernels. Instead of changing this definition, the Customs Bureau is initiating 
a declaration procedure. 

We do feel that the recent action of the Customs Bureau in providing for a 
simple declaration by importers, to the effect that imported wheat of this classi- 
fication will not be used for human food, provides no reliable safeguard. 

The committee has abundant evidence that large quantities of this wheat have 
been milled for flour both for export under the International Wheat Agreement 
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and for export outside of the agreement and for domestic use. Indeed, some 
of the wheat has been reexported as United States wheat and a subsidy collected 
In its own notice of Friday, November 7, 1952, in the Federal Register. over 
the signature of Frank Dow, the Commissioner of Customs, the Customs Bureau 
said: 
“Investigations have established that wheat classified under paragraph 729 




















as wheat unfit for human consumption has been used to a significant extent in 
the milling of three classes of flour for human consumption: (1) So-called family 
flour. milled from a blend of wheat containing 3 to 5 percent of damaged wheat 

(2) so-called bakery flour, milled from a blend containing not over 5 percent of 
damaged wheat; (3) so-called institutional flo illed { 

aus much as 50 percent of damaged wheat 

Further on in the same official statement the Commissioner said 

“In the circumstances, it appears that the presence of 30 percent more 
damaged kernels can no longer be accepted as the sole criterion in de ning 
when wheat is classifiable under paragraph 729 as wheat unfit for huma 
consumption. 

gut the new procedure takes no real account of the findings of the Bureau 
contained in these quoted statements \ year ago, and several times pursu 
to the Customs Bureau's invitatic to present lime W ve gone on re 
as urging a change in the definition because the 30 percent imaged ket 
criterion is a wholly inadequate stand to meet the test of the simple ds 
used in the 1950 Tariff Act, “unfit for hu consumption.” 

This “unfit wheat,” imported under t defini of 30 percent damaged 
cernels, is fit for human consumption. A number of s have used qua es 
of it in blending with other wheat A chief reason, not em] sized at these 
hearings, is that most of the Canadian wheat is of yer) gh proteil Blended 
in with wheat of low prot adds protein content to manufactured flour, 
giving it what is known in the trade as strengtl 

We have repeatedly recommended that the Treasu Sik of 1955 she 
be withdrawn and a new definition of heat f humatr S p 
established which should provide that at least 75 pe f the ke s should 
show damage, and possibly even 100 percent, in recognition of 

(a) What has actuall happened, brought out vy investigatio b) 
covernmental agencies and this committee, which information has be bi t 
to the attention of this committe 

(b) The statement made by the Customs Bureau its« ts Fede Register 

nnouncement of Friday, November 7, 1952, referred 

(c) The fact that conditions have substantially « or nee those wl 
existed in 1935 and which led at that time to the extraordinarily liberal defini 
tion of wheat “unfit for human consumption.” 

Back in 1935 we were suffering from a substant f 1 shortage as resu 
if the 1934 drought Some inventive nd n the Depar ent of Agr 
searching for means to increase the potential feed supply, saw possibilities of 
mporting so-called feed wheat from Ca At that t e the y on W 
suited for cereal manufacture was 42 cenfs a bush¢ while the tariff wheat 
“unfit for human consumption” 10 percent ad \ ¢ S e that 
these duties have been cut in half 

The Department informally explored the matter in 1935 with the Customs 
Bureau and subsequently sent a letter to the Cust Bureau stating that wh 
vith 30 percent damaged kernels was “commercially unfit” f u humat 
or for the production of human food. With this report from the Departn 
the agency considered to be the most expert in the Government on wheat, the 

sureau acted with confidence 

Based upon conversations I have had with representatives of the Cust 

sureau, I believe that the Customs Bureau is ne sticking by the 30 percent 





definition hecause of the existence of tha 
culture has permitted it to stand 

If the Department of Agriculture would withdraw that letter and substitut« 
now an opinion which would reflect its dismal and costly experience in connec 


tion with the use of this unfit wheat for human consumption, I believe that the 
customs Bureau would change the definition and provide the beginning of som 

relief If it did not so act, then action by Congress redefining in si le 

words, if that is possible, what wheat nfit for human consumption” mei 


be necessary 
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It is a well-known fact in the grain and milling industry that since 1935 
machinery for cleaning wheat and for milling wheat has improved greatly 
It is also a fact that the differential in prices has undergone a change. In 1935 
feed wheat was not discounted as much compared to wheat considered normally 
best suited for cereal manufacture as is now the case. Because of the relatively 
low price for the Canadian “unfit” wheat as compared to prevailing prices in 
the United States for good wheat, the temptation to use the imported wheat in 
blends for the manufacture of flour is very substantial. 

We favor the Anderson-Young bill (S. 784), which would prohibit the blending 
of the imported wheat with other wheat, but suggest that recourse to the 
Criminal Code to halt offenses is not always effective. First, let suitable action 
such as a realistic definition of wheat actually “unfit for human consumption” 
be taken, and such action can be taken administratively under existing law. 

You can crack the Canadian frosted wheat with a small mill or even a hammer, 
cook it up as a gruel, and eat it with cream and sugar, and you will find it makes 
a very good breakfast food. Clearly it is nonpoisonous; actually it is appetizin 
and nutritious. Up to 70 percent of the kernels may, in fact, be very superior 
protein-rich wheat 

That can hardly be the class of wheat which Congress had in mind in classify 
ing it for a special rate of duty in the 1930 Tariff Act. It surely had in mind 
musty wheat or sour wheat or wheat infested or otherwise unfit for human 
consumption but suitable for feed use 

rhe simple fact of damage by reason of frost does not actually render wheat 


unfit for human consumption: and, as the committee knows from its investig: 
tion, there is ample evidence that many millers and others so concluded and acted 
accordingly 
It is possible that only a tenth or even a hundredth of the abuses in connec 
tion with the importation of this class of wheat has been brought to light thus 
Who can say otherwise? The potentials of profit are so great in connectior 
with that it is unlikely that any area or market has wholly escaped abuse 
\ potential profit of 50 cents a bushel or even more is an incentive that in the 
grain distribution business really rates in full the Hollywood summa cur 


aud ( sal 

Considering the importance of protein in blends for flourmaking and the fac 
that protein price premiums are frequently very high in relationship to the cost 
of ordinary wheat, the “unfit wheat” from Canada, because much of it is of higl 
protein Alberta origin, is a valued ingredient, taking into account the highly con 
petitive situation in the flour milling industry today. A miller using this whe 
for domestic flour after paying the ad valorem duty is violating no law. 

In the case of the new requirements by the Customs Bureau of a declaration to 


be filed by importers, no real protection would be provided, because wheat fre- 
quently passes through many hands before it winds up in a blend ready for the 
attention of the miller. An importer could in good faith file a declaration to the 
effect that the imported unfit wheat would not be used for human consumption 
I see no requirement to the effect that he would be expected to set up some system 
of followup to track down the actions of his customers. He could sell the im- 
ported unfit wheat to a grain merchant who would be without responsibility in 
the matter and who could then proceed to merchandise the grain to a third party 
or immediately to a miller. The miller would, of course, be an “innocent pur- 
chaser,” unaware of the declaration originally made. 

Indeed, he might not necessarily be aware that the blend of wheat he purchased 
contained frosted grain of Canadian origin, because we frequently have in this 
country some frosted wheat, especially in Montana and North Dakota, of types 
and often of high protein quite similar to the kind of wheat brought in from 
Canada 

In view of the points made above, I recommend to this committee that it call to 
the attention of the Department of Agriculture and the Bureau of Customs of 
the Treasury Department that the problem is susceptible of solution by the fol- 
lowing action: 

(a) Withdrawal by the Department of Agriculture of its letter of 1935 and 
the substitution therefor of an opinion which is realistic and which recognizes 
the abuses which have taken place, raising the requirement from 30 percent 
damaged kernels to 75 or even 100 percent. 

(>) Following this, that the Customs Bureau amend its Treasury decision of 
1935 so as to take account of the revised point of view of the Department of 
Agriculture if the Department is willing to revise its point of view. 
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The 30-percent damage standard is out of date and has led and is now still 
opening the way to very serious abuses which reflect on the Government and 
the better elements in the grain handling and processing industry. It has helped 
to increase the unsold surplus of United States produced wheat and feed grains, 
including corn, oats, and barley. And it has helped also to injure the reputation 
of United States exports of wheat and flour, which is contrary to the long-run 
interests of American wheat producers and contrary to the intent of Congress 
and this committee. 
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